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SECURITIES  AND  EXCHANGE 
COMMISSION 

{17  CFR  Parts  240,249] 

[Release  No.  34-15838;  FMe  No.  S7-5901 

Filings  by  Self-Regulatory 
Organizations  of  Proposed  Rule 
Changes  and  Other  Materials  With  the 
Commission 

agency:  Securities  and  Exchange 
Commission. 

action:  Notice  of  proposed  rulemaking. 

summary:  The  Commission  is  proposing 
to  amend  the  requirements  applicable  to 
the  filing  by  self-regulatory 
orgainizations  of  proposed  rule  changes 
and  other  materials  with  the 
Commission.  The  amendments  are 
designed  to  simplify  and  clarify  the 
requirements  and  to  facilitate  the  review 
process.  The  principal  proposals  would 
(i)  define  the  term  “rule,”  (ii)  expand  the 
categories  of  proposed  rule  changes  that 
self-regulatory  organizations  may 
designate  for  summary  effectiveness. 

(iii)  specify  in  greater  detail  the 
information  that  a  self-regulatory 
organization  must  include  in  a  proposed 
rule  change  filing,  and  (iv)  require  a 
registered  clearing  agency  to  file  with 
the  Commission  any  materials  that  it 
makes  generally  available  to  its 
participants  or  to  pledgees  or  to  transfer 
agents. 

date:  Comments  must  be  received  on  or 
before  July  31, 1979. 

ADDRESSES:  Interested  persons  should 
submit  six  copies  of  their  views  and 
comments  to  George  A.  Fitzsimmons. 
Secretary,  Securities  and  Exchange 
Commission,  500  North  Capitol  Street, 
Washington,  D.C.  20549.  Reference 
should  be  made  to  File  No.  S7-590.  All 
submissions  will  be  made  available  for 
public  inspection  at  the  Commission’s 
Public  Reference  Section,  Room  6101, 
1100  L  Street  NW..  Washington,  D.C. 
FOR  FURTHER  INFORMATION  CONTACT: 
Susan  Davis,  Esq.,  Office  of  Chief 
Counsel,  Division  of  Market  Regulation. 
Securities  and  Exchange  Commission, 
Washington.  D.C.  20549  (202)  755-7610. 
SUPPLEMENTARY  INFORMATION: 

Introduction 

A.  Statutory  Requirements 

As  amended  by  the  Securities  Act 
Amendments  of  1975  (the  “1975 
Amendments"),’  Section  19(b)(1)  of  the 
Securities  Exchange  Act  of  1934  (the 
“Act")  *  requires  a  self-regulatory 


'  Pub.  L.  No.  94-29  (June  4. 197S|. 
*15  U.S.C.  788(bHl). 


organization  ’  to  file  with  the 
Commission  each  of  its  proposed  rule 
changes,*  accompanied  by  a  concise 
general  statement  of  the  basis  and 
purpose  of  the  proposed  rule  change. ' 
Once  a  proposed  rule  change  has  been 
filed,  the  Commission  is  required  to 
publish  notice  of  it  and  to  provide  an 
opportunity  for  public  comment  The 
proposed  rule  change  may  not  take 
effect  unless  it  is  approved  by  the 
Commission,  or  is  otherwise  permitted 
to  become  effective,  under  Section 
19(b).» 

Section  19(b)(2)  *  sets  forth  the 
standards  and  time  periods  for 
Commission  action  either  to  approve  a 
proposed  rule  change  or  to  institute  and 
conclude  a  preceding  to  determine 
whether  a  proposed  rule  change  should 
be  disapproved.  The  Commission  must 
approve  a  proposed  rule  change  if  it 
finds  that  the  rule  change  is  consistent 
with  the  requirements  of  the  Act  and  the 
rules  and  regulations  thereunder 
applicable  to  the  self-regulatory 
organization  proposing  the  rule  change. 
If  the  Commission  does  not  make  that 
finding,  it  must  disapprove  the  proposed 
rule  change. 

Section  19(b)(3)  ^  provides  that,  in 
certain  circumstances,  a  proposed  rule 
change  may  become  effective  upon 
filing,  without  prior  notice  and 
opportunity  for  public  comment. 
Paragraph  (A)  of  Section  19(b)(3) 
permits  certain  types  of  proposed  rule 
changes  to  take  effect  upon  filing  with 
the  Commission  after  appropriate 
designation  by  the  self-regulatory 
organization.  Paragraph  (B)  permits  the 
Commission  to  put  a  proposed  rule 
change  into  effect  summarily  in 


*  Section  3(a)(28)  of  the  Act.  15  U.S.C.  78c(a)(26). 
defines  the  term  “self-regulatory  organization*'  to 
mean  any  national  securities  exchange,  registered 
securities  association,  registered  clearing  agency  or. 
for  limited  purposes,  the  Municipal  Securities 
Rulemaking  Board  ("MSRB”).  ^ 

'Section  19(b)(1)  of  the  Act  defines  the  term 
“proposed  rule  change"  to  mean  “any  proposed  rule 
or  any  proposed  change  in,  addition  to,  or  deletion 
from  the  rules  of  *  *  *  |a|  self-regulatory 
organization."  In  turn.  Sections  3(a)(27)  and  3(a)(28) 
of  the  Act  provide,  essentially  ..that  the  term  “rules 
of  a  self-regulatory  organization"  means  (i)  the  rules 
of  the  MSRB  and  the  constitution,  articles  of 
incorporation,  bylaws,  and  rules,  or  instruments 
corresponding  to  the  foregoing,  of  any  other  self- 
regulatory  organization  and  (ii)  such  stated  policies, 
practices,  and  interpretations  of  a  self-regulatory 
organization  (other  than  the  MSRB)  as  the 
Commission,  by  rule,  may  determine  to  be 
necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors  to  be  deemed  to  be  rules. 

^  A  self-regulatory  organization  rule  change  Uiat 
has  not  become  effective  under  Section  19(b)  cannot 
be  enforced  by  the  self-regulatory  organization  and 
would  not  provide  any  statutory  basis  for  a  good 
faith  defense  on  the  part  of  persons  who  rely  on  that 
change.  See  Section  23(a)(1)  of  the  Act.  IS  U.S.C. 
78w(a)(l). 

‘ISL'.S.C.  78s(b)(2). 

’15U.S.C.78s(b)(3|. 


circumstances  where  the  Commission 
determines  that  the  action  is  necessary 
for  the  protection  of  investors,  the 
maintenance  of  fair  and  orderly 
markets,  or  the  safeguarding  of 
securities  or  funds.  Paragraph  (C) 
provides  that  any  proposed  rule  change 
that  has  become  effective  under 
Paragraph  (A)  or  (B)  may  be  enforced  by 
the  self-regulatory  organization  only  to  ‘ 
the  extent  it  is  not  inconsistent  with  the- 
Act.  the  rules  and  regulations 
thereunder,  and  applicable  Federal  and 
State  law.  It  also  provides  that,  within 
sixty  days  of  filing,  the  Commission  may 
summarily  abrogate  a  proposed  rule' 
change  that  becomes  effective  pursuant 
to  Paragraph  (A)  or  (B). 

Section  19(b)(4)  *  relates  to  the 
proposed  rule  changes  of  certain 
clearing  agencies.  It  establishes  further 
procedures  and  standards  for  review  of 
a  proposed  rule  change  of  a  registered 
clearing  agency  for  which  the 
Commission  is  not  the  appropriate 
regulatory  agency.” 

B.  Administration  of  Section  19(b) 

Shortly  after  the  above  statutory 
provisions  became  effective  in  June  of 
1975,  the  Commission  adopted  Rule  19b- 
4  and  related  Forms  19b-4A  and  19b- 
4B,  to  establish  procedures  for  self- 
regulatory  organizations  to  Tile  proposed 
rule  changes  and  stated  policies, 
practices,  or  interpretations  not  deemed 
to  be  rules.”  The  Conunission  adopted 
Rule  19b-4  and  the  related  forms 
without  prior  notice  and  opportunity  for 
comment  in  view  of  the  need  to  provide, 
as  promptly  as  possible,  an  orderly 
procedure  for  consideration  of  proposed 
rule  changes.  At  that  time,  however,  the 
Commission  requested  interested 
persons  to  submit  comments  on  rule 
19b-4  and  on  the  related  forms.** The 
Commission  also  stated  that  it  intended 
to  review  the  operation  of  the  rule  and 
forms  with  a  view  to  improving  and 
simplifying  their  requirements. 

During  the  more  than  three  and  one- 
half  years  that  have  passed  since  the 
adoption  of  Rule  19b^,  the  Commission 
has  received  a  number  of  conunents  on 
Rule  19b-4  **  and  has  gained 


•15  U.S.C.  788(b)(4). 

•See  Section  3(a)(34)(B)  of  the  Act.  15  U.S.C. 
78c(a)(34)(B). 

'•17  CFR  240.19b-4.  249.819a,  and  249.B19b. 

"  Securities  Exchange  Act  Release  No.  11604 
(Aug.  19. 1975).  40  FR  40509  (Sept.  3. 1975). 

«/t/. 

'•The  Commission  received  comments  from  the 
American,  Cincinnati.  New  YoA.  and  Pacific  Stock 
Exchanges,  from  Schiff  Hardin  &  Waite  ' 
(representing  at  that  time  the  Midwest  Stock 
Exchange.  Inc.,  Midwest  Securities  Trust  Company, 
Midwest  Clearing  Corporation,  Chicago  Board 
Options  Exchange.  Inc.,  and  the  Options  Clearing 
Corporation),  and  from  Milbank,  Tweed,  Hadley  & 
Footnotes  continued  on  next  page 
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considerable  experience  with  that  rule 
and  related  Forms  19b-4A  and  19b--4B.'* 
Both  the  Ck)minission  and  the  self- 
regulatory  organizations  have 
encountered  problems  with  the  current 
procedures  for  review  of  proposed  rule 
changes.  The  self-regulatory 
organizations  have  objected  to  a  number 
of  matters,  including  (i)  delays  in  the 
review  of  proposed  rule  changes,  (ii)  the 
definition  of  “stated  policies,  practices 
and  interpretations  deemed  to  be  rules,” 
(iii)  the  requirement  that  stated  policies, 
practices  and  interpretations  not 
deemed  to  be  rules  be  filed  on  Forms 
19b-4B,  and  (iv)  the  Commission’s  use  of 
the  Federal  Register  for  publication  of 
notice  of  Hling  of  a  proposed  rule 
change. 

Some  difficulty  was  to  be  expected  in 
administering  the  rule  review  process 
under  the  new  standards  of  the  Act,  as 
amended  by  the  1975  Amendments.  It 
appears  that  a  number  of  self-regulatory 
organizations  were  uncertain  as  to  the 
limits  imposed  by  the  Congress  on  their 
ability  to  adopt  niles  and  sought  to 
define  those  limits  through  the  rule 
review  process.  The  Commission  and  its 
staff  were  faced  with  the  task  of 
interpreting  the  substantive  standards  of 
the  1975  Amendments  in  the  context  of  a 
large  number  of  rule  filings,  many  of 
which  required  several -amendments  to 
come  into  compliance  with  the  Act.  For 
those  reasons,  the  process  of  reviewing 
and  approving  rule  changes  during  much 
of  the  past  three  and  one-half  years  has 
involved  extensive  discussion  and 
consultation  between  the  Commission’s 
staff  and  the  staffs  of  the  self-regulatory 
organizations.  That  process  has 
unavoidably  delayed  approval  of  many 
rule  changes. 

The  principal  problem  that  the 
Commission  has  encountered  in 
administering  Rule  19b-4,  however,  is 
that  many  of  the  proposed  rule  change 
filings  that  the  Commission  has  received 


Footnotes  continued  from  last  page 
McCloy  (representing  The  Depository  Trust 
Company),  Securities  and  Ex^ange  Commission 
Pile  No.  S7-S90  ("File  No.  S7-S90”).  See  also  letters 
from  Schifr  Har^  &  Waite  to  Andrew  M.  Klein 
(May  IS,  1978),  and  from  The  Depository  Trust 
Company  to  Commissioner  Karmel  Quly  28, 1978), 
File  No.  S7-590. 

In  addition,  on  June  19, 1978,  representatives  of  a 
number  of  self-re^atory  organizations  met  with 
various  members  of  the  Commission  and  of  the  staff 
to  discuss  general  problems  related  to  the 
submission  of  proposed  rule  changes.  The  New 
York  Stock  Exchange,  Inc.  ("NYSE”)  subsequently 
submitted  proposals  to  revise  the  procedures  under 
Rule  19b-4.  Letter  from  Donald  Calvin  of  the  NYSE 
to  Commissioner  Karmel  Quly  18, 1978),  File  No.  87- 
590. 

'*Each  year  since  1975  the  Commission  has 
received  approximately  three  hundred  filings  of 
proposed  i^e  changes  and  stated  policies, 
practices,  and  interpretations  deemed  not  to  be 
rules. 


each  year  have  been  incomplete  or,  for 
other  reasons,  have  not  provided  an 
adequate  basis  for  Conu^ssion  review. 

A  substantial  number  of  those  filings 
have  TOt  responded  appropriately  to  one 
OT  more  items  set  forth  in  Form  19l>-4A, 
I>articulaiiy  to  the  requirements  for 
statements  of  the  basis  and  purpose  of 
the  pressed  rule  change.  The 
Commission  has  had  to  devote  a 
considerable  amount  of  its  time  and 
staff  resources  to  obtaining  necessary 
background  information  in  order  to 
determine  whether  a  particular 
proposed  rule  change  is  consistent  with 
the  Act.  In  some  cases,  the 
Commission’s  staff  has  found  it 
necessary  to  return  filings  that  did  not 
provide  an  adequate  basis  for 
Commission  reidew. 

C.  Proposed  Program  to  Facilitate 
Review 

In  light  of  the  problems  that  both  the 
Commission  and  the  self-regulatory 
organizations  have  experienced  with  the 
administration  of  Section  19(b),  the 
Commission  is  proposing  a  program  to 
facilitate  filing  and  review  of  proposed 
rule  changes.  The  Commission  believes 
that  many  of  the  problems  can  be 
eliminated  by  increased  cooperation 
and  communication  between  the 
Commission  and  the  self-regulatory 
organizations  and  other  persons 
interested  in  the  review  process.  It  is 
soliciting  the  views  of  self-regulatory 
organizations  and  other  interested 
persons  as  to  how  it  may  be  more 
responsive  to  the  problems  they  have 
encoimtered.  In  addition,  the 
Commission  believes  that  the 
requirements  applicable  to  the  filing  of 
proposed  rule  changes  may  need  to  be 
revised  to  facilitate  the  review  process. 
Accordingly,  the  Commission  is 
proposing  certain  changes  in  the  existing 
requirements.  It  invites  comments  on 
those  proposals  and  suggestions  as  to 
any  other  changes  that  should  be  made 
to  facilitate  the  filing  and  review 
process. 

The  proposals  are  intended  to  clarify 
existing  requirements  and  to  eliminate 
any  requirements  that  impose 
unnecessary  burdens  on  self-regulatory 
organizations.  The  proposals  include  a 
definition  of  the  term  “rule.”  which  the 
Commission  believes  will  clarify  which 
action  are  proposed  rule  changes.  In 
addition,  the  proposals  expand  the 
categories  of  proposed  rule  changes  that 
self-regulatory  organizations  may 
designate  for  summary  effectiveness 
and  would  encourage  use  of  techniques 
permitting  such  effectiveness  in  order  to 
reduce  delays  in  the  efforts  of  self- 
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regulatory  (nganizations  to  introduce 
new  regulatory  programs. 

The  proposals  would  also  amend 
Form  I9t>^  to  clarify  what  information 
must  be  included  in  a  rule  change  filing. 
Hiese  amendments  are  central  to  the 
Commission’s  program  to  facilitate  the 
process  of  reviewing  proposed  rule 
changes  since,  if  the  Commission  is  to 
review  proposed  rule  change  filings 
expeditiously,  the  filings  must  provide 
an  adequate  basis  for  that  review.  To 
permit  the  Commission  to  focus  on 
filings  that  do  provide  an  adequate  basis 
for  its  review,  the  Conunission  is 
directing  its  staff  to  continue  to  return 
incomplete  or  defective  documents 
sought  to  be  filed  under  Section  19(b)  of 
the  Act. 

The  program  outlined  above  is 
discussed  in  detail  in  the  remainder  of 
this  release,'*  which  consists  of  the 
following  sections: 

1.  Clarification  and  Revision  of  Filing 
Requirements 

n.  Content  of  Proposed  Rule  Change 
Filings 

HI.  Discussion  of  Other  Comments  on 
Commission  Review  of  Proposed  Rule 
Changes 

IV.  Statutory  Basis 

L  Qarificatkm  and  Revision  of  Filing 
Requirements 

A.  Proposed  Definition  of  the  Term 
“Rule" 

Both  the  Commission  and  the 
commentators  have  identified  certain 
problems  with  the  existing  standards  for 
determining  whether  a  particular  self- 
regulatory  action  is  a  “proposed  rule 
change.”  The  Commission  is  proposing  a 
definition  of  the  term  “rule”  Uiat  it 
believes  will,  in  large  part,  eliminate 
those  problems.  As  background  for 
discussing  that  proposal,  this  section 
first  reviews  the  existing  standards  for 
determining  which  self-regulatory 
organization  actions  are  proposed  rule 
changes. 

As  noted  above.  Section  19(b)(1)  of 
the  Act  defines  the  term  “proposed  rule 
change”  to  mean  “any  proposed  rule  or 
any  proposed  change  in,  addition  to,  or 
deletion  firom  the  rules  of  *  *  *  (a)  self- 
regulatory  organization.”  In  turn. 
Sections  3(a)(27)  and  3(a)(28)  of  the  Act 
provide,  essentially,  that  the  term  “rules 
of  a  self-regulatory  organization”  means 
(i)  the  rules  of  the  MSRB  and  the 
constitution,  articles  of  incorporation, 
bylaws,  and  rules,  or  instruments 


**111  ■  separate  release,  issued  today,  the 
Commission  also  annoiunced  the  adoption  of  a  rule 
delegating  tp  the  Division  of  Market  Regulation 
authority  to  extend  the  period  for  Commission 
action  on  proposed  rule  dianges  filed  by  the  self- 
regulatory  organizations.  Sec^ties  Exchange  Act 
Release  No.  15839  (May  18, 1979). 


Federal  Register  /  Vol.  44,  No.  104  /  Tuesday,  May  29,  1979  /  Proposed  Rules 


corresponding  to  the  foregoing,  of  any 
other  self-regulatory  organization  and 
(ii)  such  stated  policies,  practices  and 
interpretations  of  a  selfrregulatory 
organization  (other  than  the  MSRB]  as 
the  Commission,  by  rule,  may  determine 
to  be  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of 
investors  to  be  deemed  to  be  rules.  The 
Act  does  not  define  the  terms 
“constitution,"  “articles  of 
incorporation,"  “bylaws,"  “rules." 
“instruments  corresponding  to  the 
foregoing.”  or  “stat^  policies,  practices, 
or  interpretations." 

In  adopting  Rule  19b~4,  the 
Commission  provided  guidance  as  to  the 
meaning  of  the  term  “stated  policies, 
practices,  and  interpretations”  and  the 
various  circumstances  in  which  the 
Commission  would  deem  stated  policies, 
practices  and  interpretations  to  be  rules. 
Paragraph  (b)  of  Rule  19b-4  provides 
that  the  term  “stated  policies,  practices 
and  interpretations"  includes; 

any  material  aspect  of  the  operation  of  the 
families  of  the  self-regulatory  organization  or 
any  statement  made  generally  available  to 
the  membership  of,  or  all  participants  in,  or 
persons  having  or  seeking  access  (including, 
in  the  case  of  national  securities  exchanges 
or  registered  securities  associations,  through 
a  member)  to  facilities  of,  a  self-regulatory 
organization,  or  to  a  group  or  category  of 
such  persons,  establishing  or  changing  any 
standards  or  guidelines  with  respect  to  (1)  the 
rights  or  obligations  of  such  persons  or,  in  the 
case  of  national  securities  exchanges  or 
registered  securities  associations,  persons 
associated  writh  such  persons  or  (2)  the 
application  or  interpretation  of  an  existing 
rule. 

Paragraph  (a)  of  Rule  19b-4  provides 
that  a  stated  policy,  practice  or 
interpretation  shall  1^  deemed  to  be  a 
rule  if: 

(1)  action  thereon  by  the  members  or  by  the 
board  of  directors,  or  similar  governing  body, 
of  such  self-regulatory  organization  is  '  ^ 
required  under  its  constitution,  articles  of 
incorporation,  by-laws,  rules,  or  instruments 
corresponding  thereto,  (2)  a  self-regulatory 
organization  elects  or  is  required,  pursuant  to 
its  constitution,  articles  of  incorporation,  by¬ 
laws,  rules,  or  instruments  corresponding 
thereto,  to  treat  it  as  a  rule  change  hereunder, 
(3)  it  represents  a  change  ia  addition  to,  or 
deletion  from  a  stated  policy,  practice  or 
interpretation  which  the  self-regulatory 
organization  previously  treated  as  a  proposed 
rule  change  or  (4)  it  requires  a  determination, 
or  afreets  a  prior  determination,  pursuant  to 
Rules  8c-l(g)  or  15c2-l(g).  '* 


''Those  circumstances  are,  of  course,  not 
exclusive.  For  example,  even  if  an  action  that  was 
characterized  by  an  exchange,  association,  or 
clearing  agency  as  a  stated  policy,  practice,  or 
interpretation  was  not  within  paragraph  (a)  of  Rule 
19b-4,  it  might  nevertheless  constitute  an 
“instrument  corresponding  to  the  foregoing”  within 
the  meaning  of  Section  3(aH27). 


Comments  on  the  existing  standards 
for  determining  whether  a  particular 
action  constitutes  a  proposed  rule 
change  have  focused  on  the  definition  of 
state  policies,  practices  and 
interpretations.  One  commentator 
asserted  that  the  description  in 
paragraph  (b)  of  Rule  19b-4  of  stated 
policies,  practices  and  interpretations  is 
too  broad.  ”  A  second  commentator 
contMided  that  the  circumstances  in 
which  stated  policies,  practices  and 
interpretations  are  deemed  to  be  rules 
should  be  revised  to  place  more 
emphasis  ofHhe  impact  of  the  action  on 
the  persons  the  Act  was  intended  to 
protect.'*  Another  commentator  stated 
that  the  reach  of  paragraph  (a)  is  too 
broad  as  it  applies  to  clearing 
agencies,'* in  that  it  provides  that  all 
stated  policies,  practices  and 
interpretations  are  to  be  deemed  rules  if 
they  affect  determinations  under  Rules 
8c-l(g)  “  or  15c2-l(g)  *'  under  the  Act. 

The  Commission  mlieves  that  the 
existing  standards  may  not  provide 
sufficient  guidance  as  to  which  self- 
regulatory  actions  are  proposed  rule 
changes.  On  several  occasions  the 
Commission  has  determined  that  self- 
regulatory  actions  that  had  been 
formally  designated  as  actions  other 
than  rules,  and  accordingly  had  not  been 
filed  under  Section  19(b),  were  in  fact 
rules  and  could  not  take  effect  without 
compliance  with  that  section.** 

In  light  of  these  problems,  the 
Commission  is  proposing  changes  in  the 
existing  standards  for  determining 
which  actions  are  rule  changes.  First, 
the  Commission  is  proposing  to  delete 
the  description  of  stat^  policies, 
practices  and  interpretations  deemed  to 
be  rules  that  is  contained  in  paragraphs 
(a)  and  (b)  of  Rule  19b-4.  Second,  the 


Letter  from  Donald  Calvin  of  the  NYSE  to 
Commissioner  Kannel  (July  18. 1978),  File  No.  S7- 
590. 

"See  Response  of  Schiff  Hardin  k  Waite  (Nov. 

14. 1975).  File  No.  S7-6Sa  suggMting  that  the 
Commission  deem  a  stated  policy,  practice,  or 
interpretation  to  be  a  rule  if: 

(Ijt  represents  action  taken  or  proposed  to  be 
taken  by  the  self-regulatory  organization  of  general 
applicability  and  future  effect  which  materially 
affects  the  rights  or  obligations  of  members, 
participants,  or  persons  having  or  requesting  access 
to  services  offei^  by  the  self-regulatory 
organization  or  a  member  thereof. 

"Response  of  Milbank  Tweed.  Hadley  k  McCloy 
(Feb.  25. 1976),  File  No.  S7-59a 

"17  CFR  240.8c-l(g). 

*■  17  CFR  240.15c2-l(g). 

"  See.  e.g..  letter  from  the  Commission  to  James  B. 
Buck  of  the  NYSE  (Oct  20, 1976).  FUe  No.  SR- 
NUYSE-76-43:  letters  from  Andrew  M.  Klein  to 
Scott  L  Lager  of  the  Chicago  Board  Options 
Exchange.  Inc.  (“CBOE")  (June  Z,  1978)  and  from 
Lloyd  H.  Feller  to  Scott  L  Lager  (Sept  6. 1977).  File  > 
No.  StR-CBOE-77-21;  and  letter  bom  the 
Commission  to  Gordon  S.  Macklin  of  the  National 
Association  of  Securities  Dealers  (“NASD")  (Feb. 

17. 1977).  Rle  No.  SR-NASD-78-3. 


Commission  is  proposing  to  define  the 
term  “rule"  as  used  in  Sections  3(a)(27) 
and  3(a)(26).  That  term  would  be  defined 
in  a  new  rule,  proposed  Rule  3b-7,  to 
include: 

the  whole  or  part  of  any  statement  or  of  any 
stated  policy,  practice,  or  interpretation 
(including  any  form,  report,  or  questionnaire) 

(a)  that  is  of  general  or  particular 
applicability  and  future  effect 

(b)  that  is  designed  to  implement,  interpret, 
describe,  or  prescribe  a  requirement 
procedure,  deruiition.  standard,  guideline, 
policy,  or  any  part  of  a  corporate  or  frnancial 
structure  or  organization,  and 

(c)  that  directly  or  indirectly  affects  the 
rights  or  obligations  of  any  person  or  the 
conduct  of  business  by  any  (lerson: 

Provided,  however.  That  the  term  “rule" 
shall  not  include  any  stated  policy,  practice, 
or  interpretation  with  respect  to  an  existing 
rule  that  is  reasonably  and  fairly  implied  by 
that  rule  and  that  is  not  required  under  the 
rules  of  the  self-regulatory  oiganization  to  be 
approved  by  the  governing  b^y  of  the  self- 
regulatory  organization. 

Proposed  Rule  3b-7  focuses  on  the 
substance  and  effect  of  a  particular  self- 
regulatory  action,  rather  than  on  its 
formal  designation.**  It  is  designed  to 
simplify  determinations  as  to  which  self- 
rhgulatory  actions  constitute  proposed 
rule  changes.  It  generally  would  not 
reduce  the  scope  of  that  term.**  It  would 
reach,  among  otl\er  things,  any 
guidelines  or  standards  that  a  self- 
regulatory  organization  employs  in  a 
determination  to  grant  or  to  deny  access 
to  its  facilities  or  services.  It  would  also 
reach  any  advisory  opinion  or 
interpretation  of  a  self-regulatory 
oiganization,  including  the  MSRB,  if  the 
opinion  or  interpretation  is  not 
reasonably  and  fairly  implied  by  an 
existing  rule.**  In  addition,  it  m^es 


"  In  recognition  of  the  congressional  view  that 
rulemaking  by  self-regulatory  oiganizations  and 
agency  rulemaking  under  the  Administrative 
Procedure  Act  are  closely  related,  proposed  Rule 
3b-7  is  based,  in  large  p^  on  the  definition  of 
"rule"  in  the  Administrative  Procedure  Act.  Section 
2(c)  of  the  Administrative  Procedure  Act  defines  the 
term  “rule"  to  mean  "the  whole  or  a  part  of  an 
agency  statement  of  general  or  particular 
applicability  and  future  effect  designed  to 
implement,  interpret  or  prescribe  law  or  policy  or 
describing  the  organization,  procedure,  or  practice 
requirements  of  an  agency  and  includes  the 
approval  or  prescription  for  the  future  of  rates, 
wages,  corporate  or  financial  structures  or 
reoganizations  thereof  prices,  facilities,  appliances, 
services  or  allowances  therefor  or  of  valuations, 
costs,  or  accounting,  or  practices  bearing  on  any  of 
the  foregoing."  5  U.S.C  551(4). 

"For  example,  although  proposed  Rule  3b-7  does 
not  make  specific  reference  to  determinations 
pursuant  to  Rules  8c-l(g)  and  15c2-l(g),  these 
determinations  would  continue  to  be  treated  as 
proposed  rule  changes  under  Section  19(b). 

"On  several  occasions,  the  Commission  and  its 
staff  have  cimsidered  the  status  under  the  Act  of 
advisory  opinions  and  interpretations  of  the  MSRB 
and.  in  one  instance,  suggested  to  the  MSRB  that  it 
file  certain  interpretations  as  proposed  rule  changes 
Footnbtes  continued  on  next  page 
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clear  that  the  term  "rule"  may  include, 
as  is  currently  the  case,  a  form,  report, 
or  questionnaire.^ 

liie  proviso  in  the  proposed  definition 
of  “rule"  is  intended  to  provide  guidance 
as  to  which  proposed  stated  policies, 
practices,  and  interpretations  are  rules. 

It  excludes  from  the  definition  of  rule 
any  stated  policy,  practice,  or 
interpretation  with  respect  to  an  existing 
rule  if  that  stated  policy,  practice,  or 
interpretation  meets  two  tests.  First,  it 
must  be  reasonably  and  fairly  implied 
by  that  rule.”  Second,  the  stated  policy, 
practice,  or  interpretation  must  be  one 
that  is  not  required  under  the  rules  of  a 
self-regulatory  organization  to  be 
approved  by  the  governing  body  of  the 
self-regulatory  organization.  That 
limitation  is  designed,  in  part,  to 
respond  to  the  practice  of  the  governing 
bodies  of  some  self-regulatory 
organizations  of  adopting  specific 
implementing  rules  and  policies  under  a 
general  rule  approved  by  the 
membership.” The  Commission  solicits 

Footnotes  continued  from  last  page 
under  Section  19(b).  See  Hearings  before  the 
Subcomm.  on  Oversight  and  Investigations  and  the 
Subcomm.  on  Consumer  Protection  and  Finance  of 
the  House  Conun.  on  Interstate  and  Foreign 
Commerce  on  the  Functioning  and  Administration 
of  the  Securities  Acts  Amendments  of  1975. 

National  Market  System  and  National  Clearance 
and  Settlement  System,  95th  Cong.,  Ist  Scss.  1027 
(1977);  and  letter  from  Catherine  McGuire  of  the 
Commission's  staff  to  Brent  White  of  the  MSRB 
(Apr.  7. 1977).  File  No.  SR-MSRB-77-e. 

**  A  requirement  that  persons  complete  a  form, 
report  or  questionnaire  constitutes  a  rule  since  the 
requirement  imposes  an  obligation  on  those 
persons:  failure  to  file  a  required  form,  report,  or 
questionnaire  could  lead  to  disciplinary  action  in 
the  case  of  a  member  or  participant  or  to 
restrictions  on  access  in  the  case  of  other  persons. 
Moreover,  required  forms,  reports,  or  questionnaires 
may  impose  unnecessary  or  inappropriate  costs  or 
burdens. 

’’That  test  would  not  be  met  by  interpretations 
such  as  those  filed  by  the  CBOE  and  other 
exchanges  concerning  “front  running”  that  deRne 
conduct  considered  to  violate  the  rules  of  the  CBOE 
and  other  exchanges  and.  in  so  doing,  prescribe 
extensive  and  specific  limitations  on  particular 
types  of  transactions  and  other  conduct  that  are  not 
reasonably  and  faily  implied  by  the  text  of  the  rules. 
See.  e.g..  File  No.  SR-CTOE-78-28.  Furthermore,  the 
proviso  would  not  exclude  from  the  dcRnition  of 
“rule”  a  stated  policy,  practice,  or  interpretation  of 
a  self-regulatory  organization  that  implements  a 
system  if  the  policy  affects  the  way  in  which 
members  or  others  do  business,  or  changes  the 
manner  in  which  such  a  system  functions,  in  a  way 
that  is  not  reasonably  foreseeable  on  the  basis  of 
the  rule  to  which  the  stated  policy,  practice,  or 
interpretation  applies.  See,  e.g.,  SR-NYSE-76-0,  -10, 
and  -11  and  SR-^lx-76-23  and  7S-15,  which  relate, 
respectively,  to  the  NYSE  Designated  Order 
Turnaround  and  the  Philadelphia  Stock  Exchange 
Automated  Communications  Execution  systems  for 
order  routing  and  execution. 

”See,  e.g.,  the  NASD's  interpretation  and  policy 
statements  relating  to  “free-riding,”  advertising,  and 
underwriting  arrangements.  NASD  Manual  (CCH) 
f  2151.  See  also  Article  VU  of  the  NASD's  By-Laws. 
NASD  Manual  (CCH)  1501  et  seq. 

^See  paragraph  (b)  of  MSRB  rule  A-8,  MSRB 
Manual  (CCH)  f  3036.  See  also  note  45  infra. 


comments  on  the  appropriateness  of  the 
limitations,  particularly  with  respect  to 
self-regulatory  organizations,  such  as 
the  MSRB,”  whose  governing  bodies 
regularly  review  all  interpretations. 

If  the  proposed  definition  of  rule  is 
adopted,  stated  policies,  practices,  and 
interpretations  that  currently  qualify  for 
summary  effectiveness  under  Paragraph 
(A)  of  Section  19(b)(3)  and  subparagraph 
(d)(1),  proposed  to  be  redesignated  as 
subparagraph  (b)(1),  of  Rule  19b-4 
would  continue  to  do  so.  In  addition, 
MSRB  interpretations  that  would  be 
deemed  to  be  rules  under  proposed  Rule 
3b-7  may  qualify  for  summary 
effectiveness  under  Section  19(b)(3)(A) 
and  proposed  subparagraph  (b)(1)  of 
Rule  19b-4, 

B.  Summary  Effectivenesss  Under 
Section  19(b)(3)(A) 

1.  Expansion  of  Categories  that  May 
Be  Designated  for  Summary 
Effectiveness.  Currently,  pursuant  to 
paragraph  (d)  of  Rule  19b^,  a  self- 
regulatory  organization  may  designate 
for  summary  effectiveness  only 
proposed  rule  changes: 

(1)  constituting  a  stated  policy,  practice  or 
interpretation  with  respect  to  the  meaning, 
administration,  or  enforcement  of  an  existing 
rule, 

(2)  establishing  or  changing  a  due,  fee,  or 
other  charge,  or 

(3)  concerned  solely  with  the 
administration  of  the  self-regulatory 
organization. 

Several  commentators  suggested  that 
the  Commission  consider  exercising  its 
rulemaking  authority  under  Paragraph 
(A)  of  Section  19(b)(3)  of  the  Act  to 
expand  the  categories  of  proposed  rule 
changes  that  a  self-regulatory 
organization  may  designate  for  summary 
effectiveness.”  The  Commission 
believes  that  it  may  be  appropriate  to  do 
so  as  long  as  any  expansion  is 
consistent  with  the  congressional  intent 
in  giving  the  Commission  rulemaking 
power  under  Pargraph  (A)  of  Section 
19(b)(3). 

Section  19(b)(3)(A)  provides  that  the 
Commission,  by  rule,  may  expand  the 
scope  of  the  summary  effectiveness 
procedure  if  it  determines  that  the 
expansion  is  consistent  with  the  public 
interest  and  the  purposes  of  Section 
19(b).  That  section  does  not  define 
further  the  Commission's  power,  but  it 
appears  to  the  Commission  that  the 
Congress  intended  to  establish  in 
Section  19(b)  an  initial  procedural 

*®See,  e.g.,  letter  from  William  Dentzer  of  The 
Depository  Trust  Company  to  Commissioner  Karmel 
duly  26, 1978);  letter  Donald  Calvin  of  the 
f^SE  to  Commissioner  Karmel  (July  18. 1978);  and 
response  of  Milbank,  Tweed.  Hadley  8  McCloy 
(Feb.  25. 1976),  File  No.  S7-590. 


pattern  and  then  to  allow  the 
Commission  to  vary  that  pattern,  by 
rule,  if  the  Commission  believed  it 
appropriated  in  light  of  the  public 
interest  and  the  overall  purposes  of 
Section  19(b).** 

The  Cmnmission  is  proposing  to  adopt 
as  an  amendment  to  Rule  19b-4  a  new 
subparagraph  (b)(4)  that  would  permit 
summary  effectiveness  for  any  proposed 
rule  change  that  the  self-regulatory 
organization  properly  designates  as 
meeting  the  following  two  criteria: 

(i)  by  its  terms,  the  proposed  rule  change 
does  not  become  operative  for  60  days  after 
filing  with  the  Commission  under  Section 
19(b)(3)(A)  of  the  Act,  and 

(ii)  the  proposed  rule  change  is  concerned 
solely  with  matters  that  were  the  subject  of 
an  exposure  draft  circulated,  not  less  than  30 
days  before  the  date  of  the  filing  of  the 
proposed  rule  change,  to  the  Commission,  to 
the  appropriate  regulatory  agency  in  the  case 
of  a  registered  clearing  agency  for  which  the 
Commission  is  not  the  appropriate  regulatory 
agency,  and  to  all  members  of,  or  participants 
in,  the  self-regulatory  organization  and,  in  the 
case  of  the  Municipal  Securities  Rulemaking 
Board,  all  municipal  securities  brokers  and 
municipal  securities  dealers,  and,  during  that 
30-day  period,  made  available  on  written 
request  to  other  persons. 

The  proposed  category  would  permit 
the  self-regulatory  organization  to  put 
such  proposed  rule  changes  into  effect 
more  rapidly  than  h'equently  has  been 
possible  in  ^e  past.  At  the  same  time, 
there  would  be  extensive  public  notice. 
In  addition  to  the  self-regulatory 
organization's  30-day  pre-filing 
circulation,  the  Commission  would 
publish  notice  of  the  proposed  rule 
change  both  in  the  SEC  Docket  and  in 
the  Federal  Register  after  the  filing  had 

*'The  legislative  development  of  Section  19(b) 
indicates  that  the  Congress  intended  the 
Commission  to  have  rulemaking  power  that  would 
be  sufficiently  flexible  to  permit  it  to  carry  out  the 
overall  purposes  of  its  rule  review.  While  the  Senate 
initially  did  not  expressly  provide  for  summary 
effectiveness  otherwise  than  on  a  rule-by-rule  basis, 
the  Commission  and  several  exchanges  argued  for 
greater  flexibility.  See  National  Securities  Market 
System  Act  of  1973.  Hearings  Before  the  Subcomm. 
on  Securities  of  the  Senate  Comm,  on  Banking. 
Housing  and  Urban  Affairs  on  S.  2519, 93d  Cong.. 

1st  Sess.  96,  565, 614  (1973).  The  Senate  thereafter 
provided  for  limited  rulemaking  authority.  See  S. 
249. 94th  Cong..  1st  Sess.  (1975),  as  introduced  on 
)an.  17. 1975, 121  Cong.  Rec.  703  (1975).  Ultimately, 
before  the  Senate  passed  S.  249.  the  rulemaking 
authority  was  expanded  to  the  current  provision. 
See  Securities  Acts  Amendments  of  1975,  Report  of 
the  Senate  Comm,  on  Banking,  Housing  and  Urban 
Affairs  to  Accompany  S.  249  (the  "Senate  Report”) 
S.  Rep.  No.  94-75, 94th  Cong.,  Ist  Sess.  233  (1975). 
The  House  had  continuously  favored  not  requring 
Commission  approval  before  a  self-regulatory 
organization  rule  change  could  become  effective, 
but  acceded  to  the  Senate's  ultimate  formulation. 
See  Securities  Acts  Amendments  of  1975, 
Conference  Report  to  Accompany  S.  249,  Joint 
Explanatory  Statement  of  the  Comm,  of  Conference. 
H.R  Rep.  No.  94-229. 94th  Cong.,  1st  Sess.  99-100 
(1976). 
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been  accepted.  The  Commission 
believes  tl^t  the  30-day  circulation 
period,  the  SEC  Docket  and  Federal 
Register  publications  of  notice  and  the 
60-day  period  before  the  rule  becomes 
operative  ”  would  provide  a  meaningful 
opportunity  for  public  comment  and 
Commission  re^ew  of  the  proposed  rule 
change  during  the  period  before  it  would 
actually  take  effect.**  If  a  proposed  rule 
change  were  materially  altered  after  the 
proposed  rule  diange  had  been  filed,  the 
60-day  pre-operative  period  would  begin 
to  run  again. 

Particularly  in  view  of  the  more 
explicit  requirements  proposed  to  be 
added  to  Form  19b-4A.  discussed 
subsequently  in  this  release,*^  the  self- 
regulatory  organization's  statements 
justifying  the  proposed  rule  change 
should  afford  a  more  ample  basis  for 
public  comment  and  Commission  review 
than  has  frequently  been  provided  in  the 
past  The  proposed  revisions  to  that 
form  would  require  self-regulatory 
organizations  to  provide  a  detailed  and 
specific  explanation  of  any  novel, 
unique,  or  complex  legal  or  policy  issues 
raised  .by  the  proposed  rule  change  and 
of  any  significant  impact  it  might  have 
on  persons  affected.**  That  explanation, 
together  with  the  self-regulatory 
organization's  justification  for  the 
proposed  rule  change,  would  be 


”  See  proposed  Item  7  of  Form  19b-4A.  discussed  . 
in  text  accompanjrins  >>0^^  60  infra. 

"The  Commission  would,  of  course,  retain  the 
power  under  Section  19(b)(3KC)  to  abrogate  any 
such  proposed  rule  change  at  any  time  within  60 
days  of  the  date  the  rule  change  is  filed  with  the 
Commission.  The  Commissioa  would  be  able  to  use 
that  authority  with  respect  to  a  proposed  rule 
change  filed  under  the  new  category  if  it  concluded 
that  the  rule  change  raised  issues  that  it  could  not 
resolve  or  fully  analyze  before  the  expiration  of  the 
fiUday  period. 

Certain  rules  adopted  by  the  MSRB  have  the  force 
of  federal  law  pursuant  to  Section  15B(c)(l)  of  the 
Act  If  rules  to  which  Section  15B(c)(l)  applies  were 
filed  under  the  proposed  new  subpriragraph  (bH4)  of 
Rule  lflb-4,  and  if  the  Commission  did  not 
determine  to  abrogate  them  under  Section 
19(bH3){C)  of  the  Act  they  would  take  effect 
without  any  formal  Commission  action. 

Nevertheless,  the  Commission  believes  that  the 
provisions  in  the  Act  pertaining  to  the  MSRB  and  its 
rules,  together  with  the  Commission's  power  under 
the  proposed  procedure  to  review,  and  in 
appropriate  cases  to  abrogate,  those  rules,  before 
any  prohibition  they  contain  begins  to  apply, 
provide  sufficient  governmental  oversight  to  avoid 
the  constitutional  problems,  involving  the  delgation 
of  governmental  power  to  non-governmental 
agencies,  that  were  presented  in  Schechter  Poultry 
Corp.  v.  United  States,  295  U.S.  495.  537  (1935).  See 
also  K.  Davis,  Administrative  Law  Treatise  {§  2.01- 
2.06.  2.14  (1858)  and  authorities  cited  therein.  Cf.  R. 
H.  Johnson  P  Co.  y.  Securities  and  Exchange 
Comm..  196  P.  2d  eoa  695  (2d  Cir.  1952).  cert,  denied 
344  U  S.  855  (1952). 

**See  text  accompanying  notes  50-73  infra. 

^See  proposed  Item  7(c)  of  Form  19l>-4A  and 
discussion  in  text  accompanying  note  60  infra. 


included  in  the  notice  of  the  proposed 
rule  change.** 

The  Cooimiasion  anticipates  that 
together  with  its  staff,  it  would  review 
carefully  proposed  rule  changes  filed 
under  the  proposed  new  category.  If  the 
proposed  procedure  is  adopt^  the 
Commission  would  direct  its  staff  to 
review  rule  changes  filed  pursuant  to  the 
new  category  witii  the  same  degree  of 
scrutiny  as  ^  staff  currently  applies  to 
review  proposed  rule  changes  filed  for 
review  under  Section  19(b)(2).  In 
addition,  the  Commission  would  direct 
its  staff  to  reject  inadequate  filings  and. 
in  the  case  of  documents  accepted  for 
filing,  draw  specifically  to  the 
Commission's  attention  any  major 
policy  issues  that  may  necessitate  the 
more  elaborate  procedure  of  Section 
19(b)(2).  As  a  result,  the  Commission 
believes  it  would  be  able  to  ensure  that 
the  new  procedure  would  adequately 
accomplish  the  purposes  intended  by 
the  Congress.** 

At  the  same  time,  the  Commission 
believes  it  may  be  in  the  public  interest 
to  limit  the  proposed  cat^ory  by 
explicitly  excluding  fiorn  its  coverage 
rule  filings  that  are,  by  their  nature, 
likely  to  raise  particular  kinds  of 
problems.  While  the  proposed  procedure 
could  not  be  used  for  rule  changes  to 
which  Section  6(e)  of  the  Act**  would 
apply,  the  Commission  requests 
comments  as  to  whether  other  types  of 
rules  should  also  be  excluded.  For 
example,  rules  establishing  disciplinary 
procedures  or  sanctions,  or  rules  that 
limit  or  condition  the  ability  of  non¬ 
members  or  non-participants  to  obtain 
access  to  services  offered  by  the  self- 
regulatory  organization,  may  be 
sufficiently  likely  to  involve  major 
policy  issues  and  a  need  for  explicit 
Commission  findings  to  make  summary 
effectiveness  inadvisable. 

Commentators  are  requested  to  advise 
the  Commission  whether  any  such 


^See  propoted  item  ID  of  Form  of  Notice,  Exhibit 
1  to  Form  19b-4A.  and  discussion  in  text  preceding 
note  62  infra. 

Pursuant  to  Section  19(bK3)(C)  of  the  Act  a 
proposed  rule  change  that  berame  effective 
summarily  under  the  new  category  would  be 
enforceaUe  only  to  the  extent  that  it  was  not 
inconsistent  with  the  Act  the  rules  and  regulations 
thereunder,  and  applicable  Federal  and  State  law. 
Under  Section  23(a)(1)  of  the  Act  a  member  of  a 
self-regulatory  organization  who.  in  good  faith, 
relied  upon  such  a  summarily  effective  rule  would 
not  be  liable  for  any  act  done  or  omitted,  even  if 
that  rule  was  thereafter  amended,  rescinded,  or 
determined  by  )udicial  or  other  authority  to  be 
invalid  for  any  reason. 

^15  U.S.C.  78f(e).  That  section  establishes 
procedures  for  Coounisaion  review  of  any  proposed 
rule  change  submitted  by  a  national  securities 
exchange  that  would  impose  a  schedule  or  fix  rates 
of  commissions,  allowances,  discounts,  or  other  fees 
to  be  charged  to  members  for  effecting  transactions 
of  the  exchange. 


limitations  (or  other  restrictions)  on  the 
proposed  procedure  would  be 
appropriate. 

to  addition,  the  Commission  has 
received  a  suggestion  that  it  add  a 
category  under  Section  10(b)(3KA)  to 
permit  any  proposed  rule  diange  of  a 
registered  clearing  agency  to  t^e  effect 
on  filing  if  the  cleari^  agency  agrees  to 
permit  the  Commission  to  abrogate  the 
rule  change  at  any  time,  whether  within 
or  without  the  60^ay  abrogation  period 
provided  in  Section  19(bK3KC).*’  to 
explaining  why  it  believes  such  an 
expansion  would  be  appropriate,  the 
commentator  stated  that  the  proposed 
rule  changes  of  a  registered  clearing 
agency  are  basically  operational  or 
mechanical  in  nature  and  are  not 
concerned  with  policy.  The  Commission 
invites  comments  on  the 
appropriateness  of  such  an  expansion. 

2.  Summary  Effectiveness  of  Proposed 
Rule  Changes  Concerning  Dues.  Fees,  or 
Other  Charges.  As  mentioned 
previously,  subparagraph  (d)(2)  of  rule 
19b-4,  which  was  adopted  under  Section 
19(b)(3)(A).  permits  proposed  rule 
changes  that  establish  or  change  a  due, 
fee,  or  other  charge  to  become  effective 
upon  filing.  It  does  not  distinguish 
between  changes  levied  on  members  and 
non-members  of,  or  participants  and 
non-participants  in.  a  self-regulatory 
organization.**  Notwithstanding  that 
fact,  the  Commission  is  announcing  that, 
as  a  matter  of  general  policy,  it  believes 
that  a  proposed  rule  change  of  a  self- 
regulatory  organization,  other  than  the 
MSRB,*’  that  establishes  or  changes  a 


"Letter  from  William  Deatzer  of  The  Depository 
Trust  Company  to  Commissionef  Karmel  (July  26. 
1978).  File  No.  S7-590. 

**  An  example  of  a  charge  imposed  on  non- 
members  is  a  listing  fee  imposed  by  an  exchange  on 
non-member  issuers. 

*'  The  Commission  believes  it  appropriate  for 
MSRB  proposed  rule  changes  that  impose  fees  and 
charges  on  municipal  securities  brokers  or 
municipal  securities  dealers  to  continue  to  become 
effective  upon  filing  under  Section  19(b)(3)(A).  The 
MSRB  does  not  have  any  “participants''  or 
"members'*  (other  than  members  of  the  MSRB 
itself).  The  Act  and  the  MSRB's  rules  specify  that 
two-diirds  of  the  members  of  the  MSRB  must  be 
associated  with  and  representative  of  municipal 
securities  professionals:  one  third  must  be 
associated  with  and  representative  of  non-bank 
municipal  securities  brokers  and  municipal 
securities  dealers  and  the  other  third  must  be 
associated  with  and  representative  of  bank 
municipal  securities  dealers.  See  Section  15B(b)(l) 
of  the  Act  IS  U.S.C.  78o-4{b)(l).  and  MSRB  Rule  A- 
3.  MSRB  Manual  (CCH)  13011.  In  addition, 
municipal  securities  briers  and  municipal 
securities  dealers  are  solicited  for  nominations  for 
membership  on  the  MSRB  and  have  a  ri^t  to 
petition  for  additional  candidates  for  certain 
positions  on  the  MSRB.  Accordingly.  H  appears  that 
municipal  securities  brokers  and  municipal 
securities  dealers  have  a  direct  voice  in  the 
selection  of  the  membership  of  the  MSRB. 

Moreover,  unlike  other  self-tegulatory 
organizations,  the  MSRB  does  not  operate  any 

Footnotes  continued  on  next  page 
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due.  fee,  or  other  charge  applicable  to  a 
non-member  or  non-participant  should 
be  filed  for  Commission  review  under 
the  full  procedures  of  Sections  19(b)(1) 
and  (2).*^  If  a  self-regulatory 
organization  other  than  the  MSRB  files  a 
proposed  rule  change  under  Section 
19(b)(3)(A)(ii)  that  establishes  or 
changes  a  due,  fee,  or  other  charge 
applicable  to  a  non-member  or  a  non¬ 
participant,  the  Commission  intends, 
unless  unusual  circumstances  are 
present,  to  use  its  authority  under 
Section  19(b)(3)(C)  to  abrogate  that 
change  and  to  require  its  refiling  under 
Section  19(b)(1)  for  Conmiission  action 
under  Section  l^b)(2).^ 

The  Commission  is  adopting  this 
policy  because  it  believes  that  notice 
and  opportunity  for  comment  are 
essential  before  a  proposed  rule  change 
that  establishes  or  changes  a  due,  fee,  or 
other  charge  applicable  to  non-members 
of,  or  non-participants  in,  a  self- 
regulatory  organization  becomes 
operative.  Non-members  or  non¬ 
participants  do  not  have  a  direct  voice 
in  the  selection  of  the  governing  body  of 
the  self-regulatory  organization 
proposing  the  rule  change  or  the 
administration  of  the  organization's 
affairs.  Currently,  their  first  opportunity 
to  comment  generally  occiu^  only  after 
the  proposed  rule  change  has  become 
effective  under  Section  19(b)(3)(A)(ii). 
The  Commission's  policy  is  intended  to 
assure  that  these  persons  have  a 
meaningful  opportunity  to  comment 
before  Ae  effective  date  of  the  proposed 
rule  change. 

C.  Proposed  Rescission  of  Rule  17a-18 
and  of  Form  19b-4B;  Proposed  Rule  17a- 
22 

In  reviewing  the  requirements 
applicable  to  proposed  rule  changes  of 
self-regulatory  organizations,  the 
Commission  has  identified  several 
requirements  that  may  be  duplicative  or 

Footnotes  continued  from  last  page 
ongoing  enterprise,  such  as  an  exchange  facility,  in 
which  a  person  may  conduct  one  or  more 
businesses  and  may  be  subject  to  various 
competitive  pressures.  The  fees  and  charges  of  the 
MSRB  thus  may  have  a  lesser  potential  for  an 
anticompetitive  imact  than  the  dues,  fees  and  other 
charges  of  other  self-regulatory  organizations. 

"If  the  Commission  expands  the  categories  of 
rules  that  qualify  for  summary  effectiveness  to 
include  those  in  proposed  paragraph  (b)(4]  of  Rule 
19b-4,  the  proposed  rule  change  could  ^  hied 
under  that  provision,  which  affords  public  notice 
and  opportunity  for  public  comment  before  the 
proposed  rule  ^ange  becomes  operative. 

"In  the  past,  at  the  Commission’s  request, 
several  self-regulatory  organizations  have  filed  for 
review  under  Section  19(b)(2]  proposed  rule  changes 
that  change  or  establish  dues,  fees,  or  other  charges 
applicable  to  a  non-member  or  non-participanL  See, 
e.g..  File  Nos.  SR-Amex-75-8. 75-13,  and  76-29;  SR- 
NYSB-77-21:  SR-^>SE-77-32;  and  SR^>hlx-77-12 
and  77-16. 


Otherwise  unnecessary.  The 
Commission  is  proposing  to  remove 
those  requirements. 

Rule  17a-18  ^currently  requires 
national  securities  exchanges  and 
registered  securities  associations  to  file 
with  the  Commission  any  new  form, 
report,  or  questionnaire  that  it  requires 
or  proposes  to  require  its  members  to 
complete.  This  requirement  appears  to 
be  uimecessary  since  self-regulatory 
organizations  currently  are,  and  under 
the  proposed  definition  of  rule  would 
continue  to  be,  required  to  file  such 
documents  under  Section  19(b). 
Accordingly,  the  Commission  is 
proposing  to  rescind  Rule  17a-18. 

The  Commission  also  is  proposing  to 
delete  both  paragraph  (c)  of  Rule  19b-4 
and  Form  19b-4B.  whic^  implements 
that  paragraph.  Paragraph  (c)  of  Rule 
19b-4  require  each  self-re^atory 
organization  to  provide  notice  to  die 
Commission  on  Form  19b-4B  of  stated 
policies,  practices  and  interpretations 
that  are  not  deemed  to  be  niles.^  This 
notice  requirement  partially  duplicates 
filing  requirements  in  paragraph  (b)  of 
Rule  6a-3  imder  the  Act  and  paragraph 
(d)  of  Rule  15Aj-l  under  the  Act,“ 
whi(^  require  national  securities 
exchanges  and  registered  securities 
associations,  respectively,  to  submit  to 
the  Commission  any  material  they  make 
generally  available  to  their  members.** 
The  Commission  expects  to  rely  on  the 
remaining  filing  requirements  to  monitor 
the  actions  of  self-regulatory 
organizations  other  than  registered 
clearing  agendes. 

"17  CFR  240.178-16.  Role  17a-18  was  adopted  to 
provide  greater  onifonBity  in  reports,  to  safiiv  data, 
and  to  act  as  a  general  ncmitartog  device,  “nie 
Commission  proposed  to  amend  Rule  17a-18  in 
1976,  but  later  withdrew  the  proposal  in  anticipation 
of  amendments  to  Rule  19b-4.  Sw  Securities 
Exchange  Act  Release  Nos.  13100  (Dec.  22. 1976],  42 
FR  782  (Jan.  4. 1977}  and  13462  (Apr.  22. 1977),  42  FR 
23786  (May  la  1977). 

"Although  paragraph  (c)  applies  to  all  self- 
regualtory  organizations,  the  Act  does  not  provide 
the  MSRB  with  authority  to  formulate  stat^ 
policies,  practices  and  interpretations.  MSRB 
opinions  and  interpretations  are.  accordingly,  solely 
advisory  and  are  not  filed  on  Form  19b-4B.  See 
paragraph  (b)  of  MSRB  rule  A-8,  MSRB  Manual 
(CCH)  I  3036. 

"17  CFR  240Aa-3(b).  240.15A}-l(d).  See  response 
of  Schiff  Hardin  &  Waite  (Nov.  14, 1975)  and  letter 
from  Donald  Calvin  of  the  NY^  to  Commissioner 
Karmel  (July  18, 1978).  Rle  No.  S7-590.  The  NYSE 
indicated  its  belief  that  rule  6a-3  does  not  cover  ail 
stated  policies,  practices,  and  interpretations  and 
suggested  an  amendment  to  expand  the  rule’s  reach. 
Rule  6a-3,  however,  covers  any  material  issued,  or 
made  generally  available,  to  exchange  members 
and  would  therefore  appear  to  cover  the  stated 
policies,  practices  and  interpretations  of  exchanges. 
Accordingly,  it  does  not  appear  that  an  expansion 
would  be  necessary. 

"Rule  17a-21, 17  CFR  240.17a-21.  imposes  a 
similair  requirement  on  the  MSRB.  See  note  45 
supra. 


In  conjunction  with  its  proposal  to 
rescind  Form  19b-4B,  the  Conunission  is 
proposing  Rule  17a-22,  which  would 
establish  for  registered  clearing  agencies 
a  filing  requirement  that  generally 
parallels  the  filing  requirements  imposed 
under  Rules  6a-3, 15Aj-l,  and  17a-21. 
Unlike  national  securities  exchanges, 
registered  securities  associations,  and 
the  MSRB,  registered  clearing  agencies 
currently  are  not  required  to  file  with 
the  Commission  material  that  they 
distribute  or  make  generally  available  to 
their  partidpants.  Because  receipt  of 
this  material  is  important  to  the 
Commission's  oversight  responsibilities 
under  the  Act,  the  Commission  believes 
that  registered  clearing  agencies  should 
be  required  to  file  the  material  with  the 
Commission.  In  addition,  registered 
clearing  agencies  would  be  required  to 
file  wito  the  Commission  materials  that 
they  distribute  or  make  generally 
available  to  pledgees  or  transfer  agents. 

D.  Proposed  Rescission  of  Requirement 
That  ^If-Regulatory  Organizations 
Provide  Information  About  Rules 
Adopted  Before  the  1975 Amendments 

Paragraph  (g)  of  Rule  19b-4  required 
self-regulatory  organizations  to  respond 
to  Items  3, 4, 5,  and  6  of  Form  19b-4A 
with  respect  to  their  rules  in  effect  on 
June  4, 1975,  and  to  file  those  responses 
with  the  Commission  by  April  1, 1976. 
Paragraph  (g)  was  intended  to  afford 
national  securities  exchanges  and 
associations  an  opportunity  to  provide 
relevant  information  on  their  existing 
rules  bef(»«  any  Commission  action 
under  Section  31(b)  of  the  1075 
Amendments.  Conunentators  expressed 
the  view  that  the  information  supplied 
would  be  of  little  assistance  to  the 
Commission.** To  avoid  imposing  that 
burden,  the  Conunission  decided  in 
early  1976  not  to  require  compliance 
with  paragraj^  (g)  of  Rule  19b-4.**  In 
light  of  that  decision,  the  Commission 
proposes  now  to  rescind  paragraph  (g). 

n.  Content  of  Proposed  Rule  Change 
Filings 

As  indicated  in  the  introduction  to 
this  release,  one  of  the  major  problems 
that  the  Commission  has  encountered  in 
administering  Section  19(b)  is  that  many 
of  the  proposed  rule  change  filings  it 
receives  do  not  provide  an  adequate 
basis  for  Commission  review.  It  is 

"Responsea  of  the  American  Stock  Exchange. 

Inc.  (Jan.  2, 1976),  the  Cincinnati  Stock  Exchange 
(Feb.  25. 1976).  die  Pacific  Stock  Exchange.  Inc.  (Oct. 
25, 1975),  and  Schiff  Hardin  S  Waite  (Nov.  14, 1975), 
and  letter  from  Donald  Calvin  of  the  NYSE  to 
Commissioner  Karinel  (July  la  1978),  File  No. 
S7-590. 

"Securities  Exchange  Act  Release  Nos.  12157 
(Mar.  2. 1976),  41  FR  10662  (Mar.  12, 1976).  and  13100 
(Dec.  22, 1976),  42  FR  782  (Jan.  4. 1977). 
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essential  to  the  review  process  that  the 
self-regulatory  organizations  provide  the 
Commission  with  adequate  information 
about  their  proposed  rule  changes.^ 
Accordingly,  to  ensure  that  proposed 
rule  change  tilings  provide  an  adequate 
basis  for  Commission  review,  the 
Commission  is  proposing  several 
changes  in  Form  19b-4A.  In  addition,  to 
permit  the  Commission  and  its  staff  to 
focus  on  the  review  of  those  rule  change 
filings  that  do  provide  an  adequate  basis 
for  Commission  review,  the  Commission 
is  directing  its  staff  to  continue  the 
practice  it  has  followed  on  several 
occasions  of  returning  documents  sought 
to  be  tiled  that  do  not  comply  with  Rule 
19b-4  and  Form  19b-4A.  The 
Commission  also  proposes  to  revise 
Form  19b-4A  to  give  explicit  notice  of 
that  practice.®* 

The  proposed  amendments  to  Form 
19b-4A  specify  in  greater  detail  the 
information  to  be  included  in  a  proposed 
rule  change  tiling  and  emphasize  the 
importance  of  that  information.  Those 
proposals  as  well  as  certain  comments 
the  Commission  has  received  on  Form 
19b-4A  are  discussed  below.®*  Form 
19b-4A,  as  proposed  to  be  revised,  is  set 
forth  at  the  end  of  this  release. 

A.  Proposed  Instruction  B.  Need  for 
Careful  Preparation  of  Form  and 
Exhibits 

The  Commission  is  proposing  to  add  a 
new  Instruction  B  to  explain  that  Form 
19b-4A  is  intended  to  elicit  information 
that  is  necessary  for  the  public  to 
provide  meaningful  comment  on  a 
particular  proposed  rule  change  and  for 
the  Commission  to  determine  whether 
the  rule  change  is  consistent  with  the 
requirements  of  the  Act  and  the  rules 
and  regulations  thereunder  applicable  to 


‘"One  of  the  Congress'  major  concerns  in  drafting 
Section  19(b)  was  to  ensure  that  self-regulatory 
organizations  explain  and  justify  their  rule  changes. 
The  Senate  Report  states: 

In  order  to  facilitate  expeditious  Commission 
review  and  evaluation  of  such  proposals  and  to 
assure  informed  public  comment  on  them,  Section 
19(b)(1)  would  require  all  self-regulatory 
organizations  to  Tile  with  the  SEC  in  connection 
with  any  proposed  rule  change  a  “concise  general 
statement  of  the  basis  and  purpose”  of  the  proposed 
rule  change.  It  is  the  Committee's  intention  in 
adopting  this  standard  to  hold  the  self-regulatory 
organizations  to  the  same  standards  of  policy 
justirication  that  the  Administrative  PitKedure  Act 
imposes  on  the  ^C.  , 

Senate  Report  at  29. 

“  See  proposed  Instruction  B  to  Form  19b-4A 
infra.  See  also  Rule  0-3  under  the  Act  17  CFR 
240.0-3. 

“In  addition  to  the  comments  discussed  in  this 
section  of  the  release,  the  NYSE  suggested  that 
guidelines  are  needed  to  determine  whether 
amendments  to  a  filing  must  be  published.  Letter 
from  Donald  Calvin  of  the  NYSE  to  Commissioner 
Karmel  ()uly  18. 1978),  File  No.  S7-590.  Proposed 
Instruction  D  (current  Instruction  C)  to  Form  I9b-4A 
provides  a  guideline. 


the  self-regulatory  organization.  New 
Instruction  B  would  also  make  clear  that 
a  self-regulatory  organization  must 
provide  all  the  information  called  for  by 
the  form.  A  proposed  rule  change  shall 
be  considered  tiled  on  the  date  on  which 
the  Commission  receives  the  proposed 
rule  change  tiling,  if  the  tiling  complies 
with  the  requirements  of  the  form.  The 
Commission  may,  in  its  discretion,  at 
any  time  before  the  issuance  of  the 
notice  of  tiling  return  to  the  self- 
regulatory  organization  any  tiling  that 
does  not  comply  with  the  requirements 
of  the  form.  Any  tiling  so  returned  shall 
be  deemed  not  to  have  been  tiled  with 
the  Commission. 

B.  Proposed  Instruction  D.  Amendments 

Proposed  Instruction  D  (current 
Instruction  C)  sets  forth  the 
requirements  applicable  to  amendments 
to  Form  19b-4A  tilings.  The  Commission 
proposes  to  amend  this  Instruction  to 
require  a  self-regulatory  organization  to 
include  with  each  amendment  a  copy  of 
the  full  text  of  the  proposed  rule  change 
as  amended  and  a  separate  copy  of  the 
text  of  the  proposed  rule  change  that 
was  contained  in  the  inunediately 
preceding  tiling,  marked  to  show 
additions  and  deletions.  In  addition,  the 
Commission  proposes  to  amend 
Instruction  D  to  make  clear  that  Exhibit 
1  must  be  retiled  if  there  is  a  material 
change  in  the  information  provided  on 
Form  19b-4A. 

C,  Proposed  Instruction  E.  Completion 
of  Action  by  Self-Regulatory 
Organization  on  Proposed  Rule  Changes 

Proposed  Instruction  E  (current 
Instruction  D)  to  Form  19b-4A  provides 
that,  if  a  self-regulatory  organization 
tiles  a  proposed  rule  change  with  the 
Commission  before  it  has  completed  all  ^ 
necessary  action  on  the  rule  change,  it 
must  consent  to  an  extension  of  time. 
Two  commentators  objected  to  that 
requirement  on  the  ground  that  it  delays 
effectiveness  of  proposed  rule  changes.®* 
One  of  those  commentators 
recommended  that  the  Commission  take 
tinal  action  on  proposed  rule  changes 
tiled  with  it  even  when  tinal  action  on 
such  changes  has  not  been  taken  by  the 
self-regulatory  organization.  According 
to  that  commentator,  the  version  of  each 
such  proposed  rule  change  subsequently 
adopted  by  a  self-regulatory 
organization  should  be  permitted  to 
become  effective  upon  adoption,  so  long 
as  the  version  does  not  "differ 
materially"  from  that  approved  by  the 
Commission. 


“  Responses  of  Milbank,  Tweed,  Hadley  &  , 
McCloy  (Feb.  25. 1976)  and  Schiff  Hardin  &  Waite 
(Nov.  14. 1975),  File  No.  S7-590. 


The  Commission,  for  the  following 
reasons,  is  not  proposing  to  delete  the 
requirement  that  a  self-regulatory 
organization  consent  to  an  extension  of 
time  if  it  files  a  proposed  rule  change 
before  it  has  completed  all  necessary 
action  on  the  proposed  rule  change. 

First,  Section  19(b)(1)  provides  that  a 
proposed  rule  change  may  not  take 
effect  unless  approved  by  the 
Commission  or  otherwise  permitted  in 
accordance  with  the  provisions  of 
Section  19(b).  As  a  result,  a  self- 
regulatory  organization  is  prohibited 
from  enforcing  any  version  of  a 
proposed  rule  change  other  than  the 
exact  version  that  was  tiled  with  the 
Commission  and  became  effective  in 
accordance  with  the  Act. 

Second,  it  appears  that  this 
Instruction  does  not  lead  to 
considerable  delays,  as  suggested,  but 
instead  may  facilitate  early  review  of 
proposed  rule  changes.  A  number  of 
self-regulatory  organizations  on 
occasion  tile  proposed  rule  changes  that 
they  have  not  yet  finally  adopted.  In 
doing  so,  the  self-regulatory 
organizations  consent  to  an  extension  of 
time  for  Commision  action  to  allow  for 
publication  and  opportimity  for  public 
comment  before  they  complete  tinal 
action  on  the  proposed  rule  changes. 

This  procedure  allows  the 
Commission  to  begin  its  review  as 
quickly  as  possible  without  requiring 
that  it  take  action  on  a  proposed  rule 
change  not  yet  tinally  adopted  by  the 
self-regulatory  organization.  The 
Commission  can  then  review  the 
comments  and  approve  the  proposed 
rule  changes,  if  appropriate,  upon 
receipt  of  notice  of  tinal  action  by  the 
self-regulatory  organization.®^ 

The  commission  is  proposing  to 
amend  this  Instruction  to  clarify  that 
rule  changes  that  become  effective  upon 
tiling  (including  those  that  would  be 
tiled  imder  the  new  subparagraph  (b)(4)  * 
of  Rule  19b-4)  could  not  be  tiled  until 
the  self-regulatory  organization  had 
completed  all  necessary  internal 
procedures. 

D.  Propased  Instruction  F.  Signature  and 
Filing  of  Form 

Proposed  Instruction  F  (current 
Instruction  E)  prescribes  requirements 
concerning  the  signatime  and  tiling  of 
Form  19b-4A.  The  Commission  is 
proposing  to  amend  this  Instruction  to 
reflect  the  requirements  for 


“A  consent  by  a  self-regulatory  organization  to 
an  extension  of  time  also  affords  the  Commission 
sufficient  time  to  comply  with  the  requirements  of 
the  Government  in  the  Sunshine  Act  (Pub.  L  No.  94- 
409  (Sept.  13. 1976)),  and  to  coordinate  review  of  the 
proposed  rule  change  with  Commission  meeting 
schedules. 
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implementation  of  the  Commission’s 
Micrographic  Conversion  Program.^ 
Those  requirements  provide  for 
sequential  nunfoering  of  the  origmal  of 
any  document  filed,  piuvuant  to  the  Act, 
with  the  Commission.  In  addition,  foe 
commission  is  proposing  to  amend  this 
Instruction  to  require  a  registered 
clearing  agency  for  which  foe 
Commission  is  not  foe  appropriate 
regulatory  agency  to  file  with  its 
appropriate  regulatory  agency  three 
copies,  including  one  manually  signed 
copy,  of  Form  19b-4A  accompanied  by 
Exhibits  1, 2,  and  3.  , 

E.  Item  1.  Text  of  Proposed  Rule  Change 

Item  1  requires  a  self-regulatory 
organization  to  set  forth  the  text  of  a 
proposed  rule  change.  A  number  of  self- 
regulatory  rules  are  operative  through 
prescribed  forms,  reports,  or 
questionnaires,  whi^  generally  are  not 
set  forth  in  the  body  of  the  rule. 
Commission  review  of  such  rules  cannot 
be  complete  without  reviewing  the 
forms  prescribed  by  a  particular  rule. 
Accordingly,  foe  Commission  is 
proposing  to  amend  Item  1(a)  to  make 
clear  that  a  self-regulatory  organization 
is  required  to  submit  any  existing  form, 
report,  or  questionnaire  that  is  directly 
related  to  a  proposed  rule  change.  This 
amendment  is  intended  to  permit  foe 
Commission  to  consider  the  role  any 
such  document  plays  with  respect  to  the 
operation  of  foe  proposed  rule  change. 

Paragraph  (b)  of  Item  1  requires  a  self- 
regulatory  organization  to  set  forth  the 
text  of  any  other  rules  affected,  directly 
or  indirectly,  by  the  proposed  rule 
change.  One  commentator  suggested 
that  this  requirement  to  provide  the  text 
of  those  rules  is  overly  burdensome, 
particularly  with  respect  to  rules 
affected  indirectly  by  the  proposed  rule 
change.^ The  Commission  agrees  that 
the  requirement  may  be  unddy 
burdensome  and,  accordingly,  is 
proposing  to  amend  Item  1(b)  to  require 
only  a  listing  of  rules  whose  application 
would  be  directly  or  indirectly  afiected 
by  the  proposed  rule  change. 

F.  Item  2.  Procedures  of  Self-Regulatory 
Organization 

Item  2  requires  a  self-regulatory 
organization  to  describe  action  on  the 
proposed  change  taken  by  the  members 
or  board  of  directors  or  other  governing 
body  of  the  self-regulatory  organization. 
The  Commission  proposes  to  add  to 
Item  2  a  requirement  that  the  self- 
regulatory  organization  state  the  name 
and  telephone  number  of  the  member  of 


”See  Securities  Exchange  Act  Release  No.  15502 
(Jan.  17, 1979).  46  FR  4665  Uan.  23. 1979). 

Response  to  Milbank.  Tweed.  Hadley  &  McCIoy 
(Feb.  25. 1976).  File  No.  S7-590. 


its  Staff  notifies  foe  self-regulatory 
organization  filing  a  proposed  rule 
change  foe  name  ^  foe  member  of  the 
Commission's  staff  who  is  prepared  to 
respond  to  questions  and  comments  on 
the  proposed  rale  change.  Currently,  the 
Commission’s  staff  who  is  primarily 
responsible  for  the  initial  review  of  the 
proposed  rule  change.  The  proposal  and 
the  Commission  staffs  current  practices 
are  intended  to  improve  communication 
about  foe  proposed  rule  change  between 
the  self-regulatory  organization  and  the 
Commision. 

G.  Proposed  Item  3.  Purpose  of  and 
Statutory  Basis  for  Proposed  Rule 
Change 

Current  Item  3  requires  a  self- 
regulatory  organizaation  to  provide  a 
concise  statement  of  foe  purpose  of  the 
proposed  rule  change,  and  current  Item 
4  requires  a  self-re^atory  organization 
to  state  the  basis  under  foe  Act  for 
adopting  foe  proposed  rule  change.  A 
significant  number  of  proposed  i^e 
change  filings  have  not  adequately 
responded  to  either  Item  3  or  Item  4.  For 
example,  filings  often  fail  to  explain  in 
any  meaningful  way  foe  reasons  for 
adopting  the  proposed  rule  change. 
Several  self-regulatory  organizations  list 
each  basis  under  foe  Act  and  then 
simply  state,  without  explanation,  that 
the  basis  is  either  applicable  or 
inapplicable  to  the  proposed  rule 
change.  If  more  than  one  rule  change  is 
submitted  in  one  filing,  foe  self- 
regulatory  organizations  often  fail  to 
respond  appropriately  for  each  proposed 
rule  change. 

Statements  in  response  to  these  Items 
are  vitally  important  to  foe  review 
process.  They  provide  a  basis  for 
interested  persons  to  provide 
meaningful  comment  and  for  foe 
Commission  to  determine  whether  the 
proposed  rule  change  is  consistent  with 
the  Act.  The  statement  should,  at  a 
minimum,  provide  a  sufficiently  detailed 
and  specific  statement  of  reasons  to 
support  a  finding  that  the  proposed  rule 
change  is  consistent  with  the  Act  and 
the  rules  and  regulations  thereunder.  In 
light  of  that  fact  and  the  problems 
described  above,  foe  Commission  is 
proposing  to  combine  Items  3  and  4  and 
to  explain  in  greater  detail  the 
information  that  should  be  included  in 
the  statement  of  the  purpose  and  basis. 

Proposed  Item  3  provides  that,  at  a 
minimum,  the  basis  and  purpose 
statement  should: 

(a)  Describe  the  reasons  for  adopting  the 
proposed  rule  change,  any  problems  the 
proposed  rule  change  is  intended  to  address, 
the  manner  in  which  the  proposed  rule 
change  resolves  those  problems,  the  manner 


with  whidi  the  proposed  nile  change  will 
affect  various  penons  brokers,  dealers, 
issuers,  aad  investors),  a^  any  proUams 
that  the  persons  afiec^ed  are  lik^  to  have  in 
complying  with  the  proposed  rule  change; 
and 

(b)  Explain  why  the  proposed  nde  change 
is  consistent  with  the  requirements  of  foe  Act 
and  the  rules  and  regulations  thereunder 
applicable  to  the  self-regulatory  organization. 
A  mere  assertion  that  the  proposed  rule 
change  is  consistent  with  those  requirements 
is  not  sufficient.  In  the  case  of  a  registered 
clearing  agency,  explain  also  how  the 
proposed  rule  change  will  be  implemented 
consistently  with  the  safeguarding  of 
securities  and  funds  in  its  custody  or  control 
or  for  which  it  is  responsible. 

To  simplify  Form  19b-4A,  new  Item  3 
would  delete  foe  list  of  bases  under  the 
Act  that  is  currently  set  forth  in  Item  4. 
Self-regulatory  organizations  must, 
however,  continue  to  consider  and  to 
discuss  those  bases.  Item  3  would  retain 
the  notes  ciurently  in  Item  4  that 
summarize  limitations  on  rulemaking  by 
self-regulatory  organizations. 

H.  Proposed  Item  4.  Burden  on 
Competition 

Proposed  Item  4  (current  Item  6) 
requires  self-regulatory  organizations  to 
provide  a  clearly  articulated  and 
thorough  discussion  of  any  competitive 
issues  raised  by  the  proposed  rule 
change  and  by  commentators. 
Compliance  with  this  Item  is  essential 
since,  to  approve  a  proposed  rule 
change  of  a  self-regulatory  organization 
under  Section  19(b),  the  Commission  is 
required  to  find  that  the  change  does  not 
impose  any  burden  on  competition  not 
necessary  or  appropriate  in  furtherance 
of  the  purposes  of  foe  Act.‘^ 

A  significant  number  of  filings  of 
proposed  rule  changes,  however,  have 
not  responded  adequately  to  this  Item. 
Self-regulatory  organizations  frequently 
have  indicated  that  a  proposed  rule 
change  would  not  impose  a  burden  on 
competition  even  though  a  closer 
examination  of  the  change  would  have 
disclosed  a  probable  bu^en  on 
competition.  Accordingly,  the 
Commission  is  proposing  amendments 
to  this  Item  to  ensure  that  a  self- 
regulatory  organization  conducts  a 
thorough  inquiry  into  the  possible 
competitive  issues. 

/.  Items  5  and  9.  Comments  Received 
From  Members,  Participants  or  Others 
on  Proposed  Rule  Change 

Item  5  requires  a  self-regulatory 
organization  to  submit  a  summary  of  all 
comments  it  received  in  connection  with 
consideration  of  the  proposed  rule 


”  Sections  e(b)(8).T5A(b)(9).  15B(b)(2)(q.  and 
17A(b)(3](I)  of  the  Act,  15  U.S.C  78f(b)(8),  78o- 
3(b)(9),  78o-4(b)(2)(C).  and  78q-l(b)(3)(I). 
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change.  A  related  provision,  Item  9, 
requires  a  self-regulatory  organization  to 
file  with  the  Commission  any  comments 
it  receives.  Commentators  have  opposed 
these  requirements  on  the  basis  that 
they  are  unnecessarily  burdensome  and 
may  inhibit  comment.** 

The  emphasis  in  Section  19(b)  on 
public  proceedings  continues  to  make  it 
appropriate  that  all  comments  on 
proposed  rule  changes  be  available  to 
the  Commission  and  interested  persons. 
The  Commission  has  found  the 
comments  to  be  very  helpful  in  its 
review  of  proposed  rule  changes. 
Moreover,  experience  over  the  last  three 
years  has  not  shown  the  above 
requirements  to  be  unduly  burdensome 
and  it  is  not  clear  that  they  have 
inhibited  comment.  The  Commission 
therefore  plans  to  retain  these 
requirements.  In  addition,  this  Item  has 
been  revised  to  require  the  self- 
regulatory  organizations  to  respond  in 
detail  to  significant  issues  that 
commentators  raise. 

In  Item  9  the  Commission  is  proposing 
to  require  that  a  self-regulatory 
organization  provide  the  Commission 
with  an  alphabetical  list  of  comments 
that  the  organization  received  on  a 
proposed  rule  change.  In  addition,  the 
Commission  is  proposing  to  amend  Item 
9  to  require  a  self-regulatory 
organization  to  submit  any  transcript  of 
comments  or.  if  a  transcript  is  not 
available,  a  summary  of  comments  on 
the  proposed  rule  change  made  at  a 
public  meeting.  This  information 
currently  is  provided  to  the  Commission 
by  the  MSRB  and  has  proved  to  be  a 
significant  aid  to  the  Commission  in  its 
review  of  proposed  rule  change  filings. 

J.  Proposed  Item  6.  Extension  of  Time 
Periods  for  Commission  Action 

Proposed  Item  6  (current  Item  7) 
requires  a  self-regulatory  organization  to 
state  whether  it  consents  to  an 
extension  of  the  time  period  specified  in 
Section  19(b)(2)  of  the  Act.  One 
commentator  suggested  that  this  item  be 
deleted.**  A  proposed  rule  change  may 
involve  important  policy  or  legal 
questions  and  consequently  may  require 
more  than  the  thirty-five  day  period 
specified  infection  19(b)  for  a 
Commission  determination  to  approve 
the  proposed  rule  change  or  to  institute 
a  disapproval  proceeding  with  respect  to 
the  proposed  rule  change.  Accordingly, 
the  Commission  had  decided  to  retain 
this  Item  to  encourage  self-regulatory 


”  Responses  of  the  NYSE  (Oct.  3, 1975)  and  Schiff 
Hardin  &  Waite  (Nov.  14. 1975).  File  No.  S7-590. 

"Response  of  Schiff  Hardin  &  Waite  (Nov.  14. 
1975).  File  No.  S7-590. 


organizations  to  consent  to  extensions 
of  time  when  appropriate. 

The  Commission  is  proposing  one 
amendment  to  this  Item.  The  proposed 
amendment  repeats  the  requirement  of 
Instruction  D  that,  in  the  case  of  a 
proposed  rule  change  on  which  final 
action  has  not  been  completed  by  the 
self-regulatory  organization,  that 
organization  must  consent  to  an 
extension  of  time  until  at  least  thirty- 
five  days  after  it  files  an  amendment 
setting  forth  the  taking  of  final  action  on 
the  proposed  rule  change. 

K,  Proposed  Item  7.  Basis  for  Rule 
Taking,  or  Being  Put  into.  Effect 
Pursuant  to  Section  19(b)(3) 

If  a  proposed  rule  change  is  filed  for 
summary  effectiveness  pursuant  to 
Section  19(b)(3)  of  the  Act,  Item  7 
(current  Item  8)  of  the  Form  requires  that 
the  self-regulatory  organization 
designate  which  provision  of  that 
section  authorizes  summary 
effectiveness.  As  indicated  earlier  in 
this  release**  the  Commission  is 
proposing  to  amend  Rule  19b-4  to  add  a 
new  subparagraph  (b)(4)  authorizing 
summary  effectiveness  for  any  proposed 
rule  change  that  a  self-regulatory 
organization  properly  designates  as 
meeting  two  specified  criteria.  In 
conjunction  with  that  proposal,  the  •  - 
Commission  proposes  to  amend  this 
Item  of  the  form  to  permit  a  self- 
regulatory  organization  to  designate  a 
proposed  rule  change  for  summary 
effectiveness  under  the  new 
subparagraph.  The  Commission  also  is 
proposing  to  amend  this  Item  to  require 
that  a  self-regulatory  organization 
designating  a  proposed  rule  change  for 
summary  effectiveness  under  the  new 
subparagraph  provide  a  detailed  and 
specific  explanation  of  any  novel, 
unique,  or  complex  legal  or  policy  issues 
raised  by  the  proposed  rule  change  and 
of  any  significant  impact  the  change 
might  have  on  persons  affected. 

L.  Proposed  Item  8.  Rules  Based  on 
Rules  of  Another  Self-Regulatory 
Organization  or  of  the  Commission. 

The  Commission  is  proposing  a  new 
Item  8  to  require  a  selfiregulatory 
organization  to  state  whether  the 
proposed  rule  change  is  based  on  a  rule 
of  either  another  self-regulatory 
organization  or  of  the  Commission,  and, 
if  so.  to  identify  the  rule  and  explain  any 
differences  between  that  rule  and  the 
proposed  rule  change.  The  Commission 
believes  that  it  it  important  to  promote 
some  degree  of  regulatory 
comparability,  particularly  to  facilitate 
the  allocation  of  enforcement 


‘"See  text  accompanying  notes  31-38  supra. 


responsibility  pursuant  to  Rule  17d-2*' 
and  to  avoid  unnecessary  burdens  on 
members  of  more  than  one  self- 
regulatory  organization.  Accordingly, 
the  Commission  believes  that  if  a  self- 
regulatory  organization  decides  to  base 
a  proposed  rule  change  on  either  a  rule 
of  another  self-regulatory  organization 
or  of  the  Commission  it  should  explain 
any  differences  between  the  rule  and  its 
proposed  rule  change. 

M.  Exhibit  1.  Federal  Register  Notice 

The  Commission  is  also  proposing  ■ 
several  changes  in  the  Federal  Register 
notice  that  a  self-regulatory  organization 
is  currently  required  to  file  as  part  of 
Form  19b-4A.  The  changes  are  generally 
intended  to  facilitate  public  comment. 
The  changes  include,  for  example,  a 
requirement  that  a  self-regulatory 
organization  provide  a  caption  briefly 
describing  the  subject  matter  of  the 
proposed  rule  change.  In  addition,  the 
proposed  amendments  to  the  notice 
include  a  new  instruction  emphasizing 
the  need  for  careful  completion  of  the 
notice.  Much  of  the  delay  that  has 
occurred  in  the  publication  of  notice  of 
proposed  rule  changes  has  resulted  from 
mistakes  in  the  preparation  of  the 
notice.  Finally,  the  Commission 
proposes  to  amend  the  form  of  notice, 
with  respect  to  any  proposed  rule 
change  filed  for  summary  effectiveness 
pursuant  to  subparagraph  (b)(4)  of  Rule 
19b-4,  to  require  the  self-regulatory 
organization  to  include  therein  its 
explanation  in  response  to  Item  7(c)  of 
Form  19b-4A  of  any  novel,  unique,  or 
complex  legal  or  policy  issues  raised  by 
the  proposed  rule  change  and  of  any 
significant  impact  it  may  have  on 
persons  affected  by  it. 

In  reviewing  the  notice  requirements, 
the  Commission  has  considered 
objections  by  commentors  to  the 
Commission’s  decision  to  publish  notice 
of  the  filing  of  a  proposed  rule  change  in 
the  Federal  Register.**  They  argued  thdt 
use  of  the  Federal  Register  produces  an 
unacceptable  delay  in  the  completion  of 
the  Commission's  review  under  Section 
19(b).  They  suggested  that  other  means, 
such  as  the  SEC  News  Digest®*  or  SEC 


*'  17  CFR  240.17d-2. 

"Responses  of  Milbanlc,  Tweed,  fiadley  tk 
McCloy  (Feb.  25. 1976)  and  Schiff  Hardin  &  Waite 
(Now.  14. 1975),  and  letter  from  Donald  Calvin  of 
the  NYSE  to  Commissioner  Karmel  (July  18, 1978). 
File  No.  S7-590. 

"The  SEC  News  Disgest  notice  of  the  Tiling  of  a 
proposed  rule  change  is  published  approximately 
three  to  ten  days  before  the  Federal  Register  notice 
of  the  Tiling  and  thus  offers  only  a  small  time  saving 
over  the  use  of  the  Federal  Register.  Morever,  the 
SEC  News  Digest  provides  only  a  limited  amount  of 
information.  Accordingly,  as  a  practical  matter,  the 
SEC  News  Digest  does  not  appear  to  ofl'er  any 
significant  advantages  over  the  Federal  Register. 


Federal  Register  /  Vol.  44,  No.  104  /  Tuesday,  May  29,  1979  /  Proposed  Rules 


Docket,^  be  used  to  publish  notice  of 
filing  of  proposed  rule  changes. 

Section  19(b]  of  the  Act  requires  the 
Commission  to  publish  notice  of  the 
filing  of  a  proposed  rule  change  together 
with  the  terms  of  substance  of  the 
proposed  rule  change  or  a  description  of 
the  subjects  and  issues  involved. 
Although  that  provision  does  not  specify 
where  notice  must  be  published,^  the 
Commission  believes  that  Federal 
Register  notice  continues  to  be  the  most 
appropriate  method  to  provide  notice  of 
filing  of  proposed  rule  changes. 

The  legislative  history  of  the  1975 
Amendments  indicates  that  the 
standards  for  publishing  notice  under 
Section  19(b)  are  intended  to  be  the 
same  as  those  in  the  Administrative 
Procedure  Act,**  which  requires  general 
notice  of  proposed  agency  rulemaking  to 
be  published  in  the  Federal  Register. In 
addition,  the  Federal  Register  notice 
appears  to  be  the  most  effective  method 
to  provide  sufficient  legal  notice.®" 

III.  Discussion  of  Other  Comments  on 
Commission  Review  of  Proposed  Rule 
Changes 

Commentators  advanced  several 
suggestions  concerning  the  manner  in 
which  the  Commission  processes  and 
reviews  proposed  rule  changes.  The 
suggestions  were  directed  primarily 
towards  reducing  the  delays  currently 
experienced  in  the  processing  of 
proposed  rule  changes.  The  suggestions 
were  directed  primarily  towards 
reducing  the  delays  currently 
experienced  in  the  prcessing  of 
proposed  rule  changes.®®  As  is 
mentioned  above,  the  Commission 
hopes  that  many  of  the  delays  currently 
experienced  will  be  alleviated  by  the 
proposed  amendments  to  Rule  19b-4, 
and  also  by  the  proposed  amendments 
to  Form  19b-4A,  which  are  designed  to 
elicit  information  necessary  for 
Commission  processing  of  proposed  rule 
changes.  At  the  same  time,  the 
Commission  believes  that  delays  in 


**  Notice  of  the  Tiling  of  a  proposed  rule  change 
usually  appears  in  the  Federal  Register  before  it 
appears  in  the  SEC  Docket.  Accordingly,  use  of  the 
SEC  would  not  be  an  improvement  over  the  use  of 
the  Federal  Register. 

By  comparison.  Section  19(c],  15  U.S.C.  78s(c), 
specifically  requires  that  notice  be  published  in  the 
Feiieral  Register  of  proposed  rulemaking  by  the 
Commission  to  abrogate,  add  to.  or  delete  from  the 
rules  of  a  self-regulatory  organization  (other  than  a 
registered  clearing  agency). 

**  Senate  Report  at  129. 

«5U.S.C.  553(b). 

“  See  44  U.S.C.  1508  and  Rodway  v.  United  States 
Department  of  Agriculture,  514  F.2d  809  (D.C.  Cir. 
1975).  and  Kennecott  Copper  Corporation  v. 
Environmental  Protection  Agency.  462  F.2d  846 
(D.C.  Cir.  1972). 

**See,  e.g:  letter  from  Schiff  Mardin  &  Waite  to 
Andrew  M.  Klein  (May  15. 1978),  File  No.  S7-590. 


processing  are  alleviated  to  the  extent 
that  a  self-regulatory  organization  is 
aware  of  possible  areas  of  concern  with 
respect  to  a  proposed  rule  change  filed 
with  the  Commission.  The  Commission 
solicits  the  views  of  the  self-regulatory 
organizations  and  other  interested 
persons  as  to  ways  in  which  the 
Commission  and  its  staff  can  make  the 
processing  pf  proposed  rule  changes 
more  efficient  and  can  facilitate  the 
early  identification  of  possible 
problems. 

One  of  the  commentators  suggested 
that  a  self-regulatory  organization  be 
given  a  copy  of  any  staff  memorandum 
to  the  Commission  that  contains  an 
adverse  recommendation  on  a  rule 
change  that  the  organization  has 
proposed.^ The  Commission  believes 
that  making  staff  memoranda,  which  are 
frequently  quite  informal,  available  to  a 
self-regulatory  organization  would 
require  much  more  careful  review  of  the 
memoranda  and  would  tend  to  lengthen 
the  review  process  and  inhibit 
communication  between  the 
Commission  and  its  staff. 

That  commentator  further  suggested 
that  the  Commission  permit  a  self- 
regulatory  organization  to  offer  oral 
testimony  or  comments  at  the  time  the 
Commission  considers  a  proposed  rule 
change.  As  noted  above,  the  basis  and 
purpose  statement  that  a  self-regulatory 
organization  is  required  to  file  with  the 
Commission  should  fully  explain  the 
rule  change.  A  self-regulatory 
organization  is  always  free  to  amend  a 
rule  change  frling  to  advance  new 
arguments  or  to  modify  those  already 
made.  Accordingly,  the  Commission 
does  not  believe  that  affording  self- 
regulatory  organizations  a  right  to  make 
oral  presentations  is  necessary. 
Morever,  to  ensure  that  interested 
persons  have  a  meaningful  opportunity 
to  comment  on  a  proposed  rule  change, 
all  information  necessary  to  consider 


^/<y.  In  addition,  the  commentator  suggested  that, 
in  situations  where  there  is  a  difference  in  view 
between  the  self-regulatory  organization  and  the 
Commission’s  staff,  the  self-regulatory 
organization's  presentation  of  its  views  should  be 
seen  directly  by  the  Commission.  While  the 
Commisison  has  discretion  as  to  whether  to  review 
source  documents  or  instead  to  rely  on  summaries, 
the  Commission's  staff  currently  furnishes  to  the 
Commission  such  presentations. 

In  enacting  the  Freedom  of  Information  Act,  for 
example,  the  Congress  recognized  the  importance  of 
protecting  internal  agency  communication.  5  U.S.C. 
552(b)(5).  See  also  17  CFR  200.80(b)(5). 

”If  the  Commission  does  not  approve  a  proposed 
rule  change  under  Section  19(b)(2)(A)  but  instead 
institutes  a  proceeding  under  Section  19(b)(2)(B)  to 
determine  whether  to  approve  or  disapprove  it  the 
self-regulatory  organization  is  afforded  notice  of  the 
grounds  for  disapproval  under  consideration  and  an 
opportunity  to  submit  further  written  comments.  In 
appropriate  cases,  the  Commission  may  also  permit 
oral  presentations  at  that  time. 
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proposed  rule  change  should  be 
submitted  as  part  (rf  the  rule  change 
filing. 

A  second  commentator  suggested  that 
the  Commission  develop  a  procedure  to 
sever  one  or  more  parts  of  a  proposed 
rule  change  and,  with  the  self-regulatory 
organization’s  consent,  to  approve  only 
certain  parts  of  a  proposed  rule 
change.^®  The  Commission  has,  in  fact, 
followed  this  practice  in  several  cases 
where  the  severed  portion  was 
sufficiently  independent  from  the 
remainder  of  the  proposed  rule  change. 
The  Commission  believes  that  is  a 
useful  practice  and  plans  to  continue  it 
where,  in  the  Commission's  view,  it  is 
appropriate  to  do  so. 

IV.  Statutory  Basis 

Under  Section  17A(d)(3)(A)(i)  of  the 
Act,®®  the  Commission  is  required,  at 
least  15  days  before  the  issuance  for 
public  comment  of  any  proposed  rule  or 
regulation  concerning  a  clearing  agency 
for  which  the  Commission  is  not  the 
appropriate  regulatory  agency,  to 
consult  and  request  the  views  of  the 
appropriate  regulatory  agency  for  such 
clearing  agency.  The  Commission  has 
complied  with  this  requirement. 

Proposed  Rule  3h-7  would  be 
promulgated  under  the  Act,  15  U.S.C. 

78a  et  seq.,  and  particularly  Sections  2, 
3, 19  and  23, 15  U.S.C.  78b,  78c,  78s  and 
78w.  Proposed  Rule  17a-22  would  be 
promulgated  under  the  Act,  and 
particularly  Sections  2, 3, 17, 17A,  and 
23, 15  U.S.C.  78b,  78c,  78q,  78q-l.  and 
78w.  The  proposed  amendments  to  Rule 
19b-4  and  Form  19b-4A  would  be 
promulgated  under  the  Act.  and 
particularly  Sections  2, 3, 6, 11  A,  15A, 
15B.  17, 17A,  19.  and  23. 15  U.S.C.  78b. 
78c.  78f.  78k-l,  780-3,  78o-4,  78q.  78q-l. 
78s,  and  78w. 

On  the  basis  of  the  above  discussion 
and  analysis,  the  Commission  is 
proposing  to  amend  Parts  240  and  249  of 
Chapter  II  of  Title  17  of  the  Code  of 
Federal  Regulations®" by  adding 
§  §  240.3b-7  and  240.17a-22,  revising 
S  240.19b-4  and  related  $  249.819a,  and 
by  rescinding  §  240.17a-18  and 
S  249.819b  as  follows: 

►  §240.3b-7  Definition  of  “rute.” 

The  term  “rule,"  as  used  in  Sections 
3(a)(27)  and  3(a)(28)  of  the  Act,  includes 
the  whole  or  part  of  any  statement  or  of 
any  stated  policy,  practice,  or 
interpretation  (including  any  form. 


”  Letter  from  Donald  Calvin  of  the  NYSE  to 
Commissioner  Karmel  (July  18. 1978).  File  No.  S7- 
590. 

’♦16  U.S.C.  78q-l(d)(3)(A)(i). 

’*In  the  text  of  the  propos^  amendments.  "£]'* 
indicates  material  to  be  dieted  and 
indicates  new  material. 
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report,  or  questionnaire]  (a)  that  is  of 
geaeral  or  particular  applicability  and 
future  effect,  (b)  that  is  designed  to 
implement  interpret,  describe,  or 
prescribe  a  requirement,  procedure, 
definition,  standard,  guideline,  policy,  or 
any  part  of  a  corporate  or  finanical 
structure  or  organization,  and  (c)  that 
directly  or  indirectly  affects  the  rights  or 
obligations  of  any  person  or  the  conduct 
of  business  by  any  person;  Provided, 
however.  That  the  term  “rule”  shall  not 
include  any  stated  policy,  practice,  or 
interpretation  with  respect  to  an  existing 
rule  that  is  reasonably  and  fairly 
implied  by  that  rule  and  that  is  not 
required  under  the  rules  of  the  self- 
regulatory  organization  to  be  approved 
by  the  governing  body  of  the  self- 
regulatory  organization.  ■< 

[§  240.17a-18  Forms  required  by  national 
securities  exchanges  and  registered 
national  securities  associations  of  their 
members  to  be  filed  with  the  Commission.] 

•  *  *  *  * 

w-§  240.17a>22  Supplemental  material  of 
registered  clearing  agencies. 

Within  10  days  after  issuing  or  making 
generally  available  to  its  participants  or 
to  pledgees  or  to  transfer  agents  any 
material  (including,  for  example, 
manuals,  notices,  circulars,  bulletins, 
lists,  or  periodicals),  a  registered 
clearing  agency  shall  file  three  copies  of 
such  material  with  the  Commission.  A 
registered  clearing  agency  for  which  the 
Commission  is  not  the  appropriate 
regulatory  agency  shall  at  the  same  time 
file  one  copy  of  such  material  with  its 
appropriate  regulatory  agency.-^ 

§  240.19b-4  Filings  with  respect  to 
proposed  rule  changes  by  [,  and  notices  as 
to  certain  stated  policies,  practices  and 
interpretations  of,  I  self -regulatory 
organizations. 

(a)  The  term  “proposed  rule  change” 
means  any  proposed  rule  or  any 
proposed  change  in,  addition  to,  or 
deletion  from  the  rules  of  a  self- 
regulatory  organization.  [A  stated 
policy,  practice  or  interpretation  of  a 
self-regulatory  organization  shall  be 
deemed  to  be  a  rule  of  the  self- 
regulatory  organization  if  (1)  action 
thereon  by  the  members  or  by  the  board 
of  directors,  or  similar  governing  body, 
of  such  self-regulatory  organization  is 
required  under  its  constitution,  articles 
of  incorporation,  bylaws,  rules,  or 
instruments  corresponding  thereto,  (2)  a 
self-regulatory  organization  elects  or  is 
required,  pursuant  to  its  constitution, 
articles  of  incorporation,  bylaws,  rules, 
or  instruments  corresponding  thereto,  to 
treat  it  as  a  rule  change  hereunder,  (3)  it 
represents  a  change  in,  addition  to,  or 


deletion  from  a  stated  policy,  practice  or 
interpretation  which  the  self-regulatory 
organization  previously  treated  as  a 
proposed  rule  change  or  (4)  it  requires  a 
determination,  or  affects  a  prior 
determination,  pursuant  to  Rules  8c-l(g] 
or  15c2-l(g).l 

[(b)  The  term  “stated  policies, 
practices  and  interpretations”  includes 
any  material  aspect  of  the  operation  of 
the  facilities  of  the  self-regulatory 
organization  or  any  statement  made 
generally  available  to  the  membership 
of,  or  all  participants  in,  or  persons 
having  or  seeking  access  (including,  in 
the  case  of  national  securities 
exchanges  or  registered  securities 
associations,  through  a  member)  to 
facilities  of,  a  self-regulatory 
organization,  or  to  a  group  or  category  of 
such  persons,  establishing  or  changing 
any  standards  or  guidelines  with  respect 
to  (^)  the  rights  or  obligations  of  such 
persons  or,  in  the  case  of  national 
securities  exchanges  or  registered 
securities  associations,  persons 
associated  with  such  persons  or  (2)  the 
application  or  interpretation  of  an 
existing  rule.] 

[(d)J  ►(b)<<  A  proposed  rule  change 
may  take  effect  upon  filing  with  the 
Commission  pursant  to  Section 
19(b)(3)(A)  of  the  Act  if  ►  properly 
designated  by  the  self-regulatory 
organization  as  (1)  constituting  a  stated 
policy,  practice  or  interpretation  with 
respect  to  the  meaning,  administration, 
or  enforcement  of  an  existing  rule,  (2) 
establishing  or  changing  a  due,  fee,  or 
other  charge,  [or]  (3)  concerned  solely 
with  the  administration  of  the  self- 
regulatory  organization  [.]  ►,  or  (4](i) 
by  its  terms,  not  becoming  operative  for 
60  days  after  filing  with  the  Conunission 
under  Section  19(b)(3)(A)  of  the  Act,  and 
(ii)  concerned  solely  with  matters  that 
were  the  subject  of  an  exposure  draft 
circulated,  not  less  than  30  days  before 
the  date  of  such  filing,  to  the 
Commission,  to  the  appropriate 
regulatory  agency  in  the  case  of  a 
registered  clearing  agency  for  which  the 
Commission  is  not  the  appropriate 
regulatory  agency,  and  to  all  members 
of,  or  participants  in,  the  self-regulatory 
organization  and,  in  the  case  of  the 
Municipal  Securities  Rulemaking  Board, 
all  municipal  securities  brokers  and 
municipal  securities  dealers,  and,  during 
that  30^ay  period,  made  available  on 
written  request  to  other  persons. 

(c)  Filings  with  respect  to  proposed 
rule  changes  by  a  self-regulatory 
organization  shall  be  made  on  Form 
19b-4A.  [Notice  on  Form  19b-4B  as  to  a 
stated  policy,  practice  or  interpretation 
which  the  self-regulatory  organization 
believes  may  be  characterized  as  not 


constituting  a  rule  pursuant  to  paragraph 
(a)  of  this  section  shall  be  mailed  First 
class,  postage  prepaid,  to  the 
Commission,  not  later  than  the  date  on 
which  it  is  First  made  generally 
available.] 

[(e)]  ^(d)<4  After  instituting  ►a-^ 
proceeding  [s]  to  determine  whether  a 
proposed  rule  change  should  be 
disapproved,  the  Commission  will  afford 
the  self-regulatory  organization  and 
interested  persons  an  opportunity  to 
submit  additional  written  data,  views 
and  arguments  and  ►may  afford'^,  in 
the  discretion  of  the  Commission,  an 
opportunity  to  make  oral  presentations. 

cn  ►(e)-^  Notice  of  orders  issued 
pursuant  to  Action  19(b)  of  the  Act  will 
be  given  by  prompt  publication  thereof, 
together  with  a  statement  of  written 
reasons  therefor. 

[(g)  On  or  prior  to  April  1, 1976,  each 
national  securities  exchange  and 
securities  association  registered  with 
the  Commission  on  June  4, 1975,  shall 
file  with  the  Commission  the 
information  required  by  items  3,  4,  5  and 
6  of  Form  19b-4A  with  respect  to  each  of 
its  rules  in  effect  on  June  4. 1075,  and  on 
the  date  of  filing.] 

C(h)l  ►(f)'^  self-regulatory 
organizations  shall  retain  at  their 
principal  place  of  business  a  file, 
available  to  interested  persons  for 
public  inspection  and  copying,  of  all 
filings  made  pursuant  to  this  [rule] 

►  section  and  all  correspondence 
►and  other  communications  reduced  to 
writing  (including  comments  received) 
[received  by]  ►to  and  from-^  such 
self-regulatory  organization  [with 
respect  to]  ►  concerning  any  such 
filing[.]  ►.  whether  such 
correspondence  and  communications 
are  prepared  before  or  after  the  filing  of 
the  proposed  rule  change. 

§  249.819a  Form  19b-4A,  for  filings  with 
respect  to  proposed  rule  changes  by  aH 
self-regulatory  organizations. 

►File  No.  SR - (See  Instruction  C)'^ 

Securities  and  Exchange  Commission 
Washington,  D.C.  20549 


Form  19b-4A 
Proposed  Rule  Change  by 

(Exact  Name  of  Self-Regulatory 
Organization) 

[File  No.  SR - ]  ' 

[[See  Instruction  B]] 
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Pursuant  to  Rule  19b-4A  under  the 
Securities  Exchange  act  of  1934 
General  Instructions 
A.  Use  of  Form 

This  form  shall  be  used  for  filings  with 
respect  to  proposed  rule  changes  by  all 
self-regulatory  organizations.  Self- 
regulatory  organizations  include  for  that 
purpose  national  securities  exchanges, 
registered  securities  associations, 
registered  clearing  agencies  and  the 
Municipal  Securities  Rulemaking  Board. 

►B.  Need  for  Careful  Preparation  of 
Form  and  Exhibits 

This  form  is  intended  to  elicit 
information  that  is  necessary  for  the 
public  to  provide  meaningful  comment 
on  the  proposed  rule  change  as  well  as 
for  the  Commission  to  determine 
whether  the  proposed  rule  change  is 
consistent  with  the  requirements  of  the 
Securities  Exchange  Act  of  1934  (the 
“Act"  and  the  rules  and  regulations 
thereunder  applicable  to  the  self- 
regulatory  organization.  The  self- 
regulatory  organization  must  provide  all 
the  information  specified  in  the  form 
and  exhibits  and  must  present  it  in  a 
clear  and  comprehensible  manner.  A 
proposed  rule  change  shall  be 
considered  filed  on  the  date  on  which 
the  Commission  receives  the  proposed 
rule  change  filing  if  the  filing  complies 
with  all  requirements  of  this  form.  The 
Commission  may,  in  its  discretion,  at 
any  time  before  the  issuance  of  the 
notice  of  filing  retrun  to  the  self- 
'  regulatory  organization  any  filing  that 
does  not  comply  with  the  requirements 
of  this  form,  and  any  filing  so  returned 
by  the  Commission  shall  for  all  purposes 
be  deemed  not  to  have  been  filed  with 
the  Commission.  See  also  Rule  0-3 
under  the  act  (17  CFR  240.0-3). 

CB.3  ►C.-*  Documents  Comprising 
Form 

This  form  shall  consist  of  the  facing 
sheet,  the  numbers  and  captions  for  all 
applicable  items  (the  text  of  which  may 
be  omitted  provided  the  responses 
thereto  are  so  prepared  as  to  indicate  to 
the  reader  the  coverage  of  the  items 
without  the  necessity  of  referring  to  the 
text  of  the  items  or  instructions  diereto), 
the  responses  thereto  and  the  required 
exhibits.  Each  filing  [with  respect  to  a 
proposed  rule  change  should!  ►  shall  << 
be  identified  with  the  initials  of  the  self- 
regulatory  organization,  the  year  and  the 
number  of  the  filing  for  that  year.  [For 
this  purpose,  notices  on  Form  19b-4B 
shall  be  numbered  consecutively  with 
filings  on  Form  10b-4A.] 


CC.3  ►D.^  Amendments 

In  the  event  information  on  this  form 
is  or  becomes  inaccurate  before  the 
Conunission  takes  action  thereon,  ►,  or 
before  a  rule  becomes  operative,  the 
self-regulatory  organization  shall  file 
amendments  thereto  correcting  any  such 
inaccuracy.  ►If  a  proposed  rule  change 
filed  for  summary  effectiveness  under 
paragraph  (b)(4)  of  Rule  19b-4  is 
materially  altered  after  the  proposed 
rule  change  has  been  filed,  the  60-day 
preoperative  period  will  begin  to  run 
again.  Amendments  to  a  filing  [with 
respect  to  a  proposed  rule  change]  shall 
consist  of  the  facing  sheet  marked  to 
number  consecutively  the  amendments 
[with  respect  to  a  proposed  rule 
change],  the  numbers  and  captions  for 
any  amended  item  ►,<<  [and]  the 
amended  response  thereto  [.]  ►,  the 
full  text  of  the  proposed  rule  change,  as 
amended,  marked  in  the  manner 
described  in  Item  1(a)  and,  as  an  exhibit 
to  the  amended  filing,  a  separate  copy  of 
the  text  of  the  proposed  rule  change  in 
the  immediately  preceding  filing  marked 
to  show  additions  and  deletions. 

Exhibit  1  need  not  be  refiled  unless 
there  is  a  material  change  in  the 
language  of  the  proposed  rule  change 
[]  ►or  in  the  information  provided  on 
this  form,  in  which  case  an  additional 
copy  shall  be  provided  marked  to  show 
changes  in  accordance  with  Item  1(a). 

[If  a  proposed  rule  change  is  still  in 
preliminary  form,  the  self-regulatory 
organization  may  elect  to  file  initially 
E}^ibit  1  setting  forth  a  description  of 
the  subjects  and  issues  which  are 
expected  to  be  involved.] 

[D.]  ►E-^  Completion  of  Action  by 
Self-Regulatory  Organization  on 
Proposed  Rule  Changes 

The  Commission  will  not  approve  a 
proposed  rule  change  before  ►the  self- 
regulatory  organization  has  completed 
all  action  required  to  be  taken  under 
[the]  ►its <4  constitution,  articles  of 
incorporation,  by  [— ]  laws,  rules,  or 
instruments  corresponding  thereto 
(excluding  action  specified  in  any  such 
instrument  with  respect  to  (i) 
compliance  with  the  procedures  of  the 
Act  or  (ii)  the  formal  filing  of 
amendments  pursuant  to  state  law)  [of 
the  self-regulatory  organization  has 
been  completed].  ►  Nevertheless, 
proposed  rule  changes  ►(other  than 
proposed  rule  changes  that  are  to  take, 
or  to  be  put  into,  effect  pursuant  to 
Section  19(b)(3)  of  the  Act)-^  may 
[,however,]  be  initially  ^ed  before  the 
completion  of  all  such  action  if  the  self- 
regulatory  organization  consents  ►, 
under  Item  6  of  this  fonn,<<  to  an 


extension  of  the  period  of  time  specified 
in  Section  19(b)(2)  ►of  the  Act until  at 
least  thirty-five  days  after  the  self- 
regulatory  organization  has  filed 
appropriate  amendments  setting  forth 
the  taking  of  all  such  action.  ►!!  a 
proposed  rule  change  to  be  filed  for 
review  under  Section  19(b)(2)  of  the  Act 
is  still  in  preliminary  form,  the  self- 
regulatory  organization  may  elect  to  file 
initially  Exhibit  1  setting  forth  a 
description  of  the  subjects  and  issues 
that  are  expected  to  be  involved.  <4 

[E.]  ►F.-^  Signature  and  Filing  of 
Form 

Twelve  copies  of  Form  19b-4A, 
twelve  copies  of  Exhibit  [(]  ![)]  and 
four  copies  of  Exhibit  ►s-^  [(]  2  [)] 
►and  3-^  shall  be  filed  with  the 
Commission.  At  least  one  copy  ►of  the 
completed  Form  19b-^A<4  shall  be 
manually  signed  by  a  duly  authorized 
officer  of  the  self-regulatory 
organization;  ►on^^  copies  not 
manually  signed  [shall  be  conformed.] 
►the  name  of  the  signing  person  shall 
be  typed  or  printed.  The  manually 
signed  copy  shall  be  numbered 
sequentially  (in  addition  to  any  internal 
numbering  that  otherwise  may  be 
present)  by  handwritten,  typed,  printed, 
or  other  legible  form  of  notation  from 
the  facing  page  of  the  document  through 
the  last  page  of  that  doctiment  and  any 
exhibits  or  attachments  thereto.  The 
total  number  of  pages  contained  in  the 
manually  signed  copy  shall  be  set  forth 
on  the  first  page  of  the  document.  A 
registered  clearing  agency  for  which  the 
Conunission  is  not  the  appropriate 
regulatory  agency  shall  also  file  with  its 
appropriate  regulatory  agency  three 
copies,  including  one  manually  signed 
copy,  of  Form  19b-4A  accompanied  by 
Ej^ibits  1, 2,  and  3. 

Information  to  be  Included 
1.  Text  of  Proposed  Rule  Change 

(a)  Set  forth  the  text  of  the  proposed 
rule  change.  In  the  case  of  any  change 
in,  addition  to,  or  deletion  fi'om  any 
existing  rule,  the  existing  rule  should  be 
set  forA,  with  brackets  used  to  indicate 
words  to  be  deleted  and  underscoring 
used  to  indicate  words  to  be  added.  ►!! 
any  form,  report,  or  questionnaire  is 
proposed  to  be  used  in  connecton  with 
the  implementation  or  operation  of  any 
proposed  rule  change,  or  if  the  proposed 
rule  change  prescribes  or  refers  to  any 
form,  report  or  questionnaire,  a  current 
copy  of  such  document  shall  be  attached 
to,  and  shall  be  considered  to  be  part  of. 
such  proposed  rule  change:  Provided, 
however.  That  if  the  completion  of  the 
form,  report,  or  questionnaire  is  either 
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voluntary  or  is  required  pursuant  to  a 
rule  of  the  self-regulatory  organization 
already  in  effect,  such  form,  report,  or 
questionnaire  shall  be  attached  as  an 
exhibit  to  the  filing  and  not  as  part  of 
the  proposed  rule  change,  together  with 
a  statement  identifying  any  rule  already 
in  effect  that  requires  completion  of  the 
form,  report  or  questionnaire. 

(b)  If  a  proposed  rule  change  affects, 
directly  or  indirectly,  the  application  of 
any  other  rule  of  the  self-regulatory 
organization,  set  forth  the  ►designation 
or  title  [pertinent  portion  of  the  textj 
of  any  such  rule  and  describe  the 
anticipated  effect  of  the  proposed  rule 
change  on  the  application  ►of  such 
other  rule'^  [thereof]. 

(c)  Set  forth  the  file  numbers  for  prior 
Tilings  with  respect  to  [an]  ►any-^ 
existing  rule  to  be  affected  by  the 
proposed  rule  change. 

2.  Procedures  of  Self-Regulatory 
Organization 

Describe  action  on  the  proposed  rule 
change  taken  by  the  members  or  board 
of  directors  or  other  governing  body  of 
the  self-regulatory  organization  (by 
amendment  if  initial  ffling  is  prior  to 
completion  of  ►  final action).  ►State 
the  name  and  telephone  number  of  the 
member  of  the  staff  of  the  self- 
regulatory  organization  who  is  prepared 
to  respond  to  questions  and  comments 
on  the  rule  change.  See  Instruction  E.  -4 

[3.  Purpose  of  Proposed  Rule  Change 

State  concisely  the  purpose  of  the 
proposed  rule  change]. 

t4.  Basis  under  the  Act  for  Proposed 
Rule  Change 

State  the  basis  under  the  Act  for 
adopting  the  proposed  rule  change.] 

►3.  Self-Regulatory  Organization's 
Statement  of  Purpose  of  and  Statutory- 
Basis  for  Proposed  Rule  Change 

Provide  a  statement  of  the  purpose  of 
the  proposed  rule  change  and  its  basis 
under  the  Act  and  the  i^es  and 
regulations  thereunder  applicable  to  the 
self-regulatory  organization.  The 
statement  should  be  sufficiently  detailed 
and  specific  to  support  a  finding  under 
Section  19(b)  of  the  Act  that  the 
proposed  rule  change  is  consistent  with 
the  requirements  of  the  Act  and  the 
rules  and  regulations  thereimder 
applicable  to  the  self-regulatory 
organization.  The  statement  should 
respond  in  detail  to  any  significant 
arguments  either  raised  by 
commentators  or  known  to  the  self- 
regulatory  organization  that  the 
proposed  rule  change  is  inconsistent 


with  those  requirements.  At  a  minimum, 
the  statement  should: 

(a)  Describe  the  reasons  for  adopting  the 
proposed  rule  change,  any  problems  the 
proposed  rule  change  is  intended  to  address, 
the  manner  in  whidh  the  proposed  rule 
change  resolves  those  problems,  the  manner 
in  which  the  proposed  rule  change  will  affect 
various  persons  (e.g..  brokers,  dealers, 
issuers,  and  investors),  and  any  problems 
that  the  persons  affected  are  likely  to  have  in 
complying  with  the  proposed  rule  change: 
and 

(b)  Explain  why  the  proposed  rule  change 
is  consistent  with  the  requirements  of  the  Act 
and  the  rules  and  regulations  thereunder 
applicable  to  the  self-regulatory  organization. 
A  mere  assertion  that  the  proposed  rule 
change  is  consistent  with  those  requirements 
is  not  sufficient  In  the  case  of  a  registered 
clearing  agency,  explain  also  how  the 
proposed  rule  change  will  be  implemented 
consistently  with  the  safeguarding  of 
securities  and  funds  in  its  custody  or  control 
or  for  which  it  is  responsible.  Certain 
limitations  that  the  Act  imposes  on  self- 
regulatory  organizations  are  summarized  in 
the  notes  that  follow. 

Note  1.  ^National  Securities  Exchanges 
and  Registered  Securities  Associations. 

Under  Sections  6  and  ISA  [of  the  Act],  rules 
of  a  national  securities  exchange  or 
registered  securities  association  may  not 
permit  unfair  discrimination  between 
,  customers,  issuers,  brokers,  or  dealers  [(or, 
in  the  case  of  registered  securities 
associations,  the  fixing  of  minimum  profits  or 
imposition  of  any  sch^ule  or  fixing  of  rates 
of  commissions,  allowances,  discounts  or 
other  fees  to  be  charged  by  its  members)] 
►,•4  and  may  not  regulate,  by  virtue  of  any 
authority  conferred  by  the  Act,  matters  not 
related  to  the  purposes  of  the  Act  or  the 
administration  of  the  self-regulatory 
organization.  w-Rules  of  a  registered 
securities  association  may  not  fix  minimum 
profits,  or  impose  any  schedule  of  or  fix  rates 
of  commissions,  allowances,  discounts,  or 
other  fees  to  be  charged  by  its  members. 

[In  appropriate  cases,  an  explanation  should 
be  supplied  to  indicate  why  a  proposed  rule 
change  is  not  subject  to  the  enumerated 
prohibitions  or  what  other  authority  is  relied 
upon.] 

[Note  2.]  Under  Section  llA(cK5)  ►,■<  a 
national  securities  exchange  or  registered 
securities  association  may  not  limit  or 
condition  the  participation  of  any  member  in 
any  registered  clearing  agency. 

Note  wZ.  Registered  Clearing  Agencies.  ^ 
[:]  Under  Section  17A  [of  the  Act], 
[proposed  rule  changes]  w- rules  of  a 
registered  clearing  agency may  not  permit 
unfair  discrimination  in  ^e  admission  of 
participants  or  among  participants  in  the  use 
of  the  clearing  agency  and  may  not  regulate 
►,'<  by  virtue  of  any  authority  conferred  by 
the  Act,  matters  not  related  to  the  purposes 
of  Section  17A  or  the  administration  of  the 
clearing  agenc)'  and  may  not  impose  any 
schedule  of  prices  or  fix  rates  or  other  fees 
for  services  rendered  by  its  participants.  [In 
appropriate  cases,  an  explanation  should  be 
supplied  to  indicate  why  a  proposed  rule 


change  is  not  subject  to  the  enumerated 
prohibitions  or  what  other  authority  is  relied 
upon.] 

Note  wa.  Municipal  Securities  Rulemaking 
Board.  ■<  Cl  Under  Section  15B  [of  the 
Act],  [proposed  rule  changes]  ►rules  of 
the  Municipal  Securities  Rulemaking  Board  ^ 
may  not  permit  unfair  discrimination 
between  customers,  issuers,  municipal 
securities  brokers,  or  municipal  securities 
deale^,  [the  fixing  of]  ►may  not  fix'< 
minimum  profits,  or  [imposition  of] 
►impose‘4  any  schedule  or  fix  [ing  of]  , 
rates  of  commissions,  allowances,  discounts, 
or  other  fees  to  be  charged  by  municipal 
securities  brokers  or  municipal  securities 
dealers,  and  may  not  regulate  ►.•^  by  virtue 
of  any  authority  confen^  by  the  Act. 
matters  not  related  to  the  purposes  of  the  Act 
[or  the]  ►with  respect  to  municipal 
securities  or  the  adndnistration  of  the  Board. 
[In  appropriate  cases,  an  explanation  should 
be  supplied  to  indicate  why  a  proposed  rule 
change  is  not  subject  to  the  enumerated 
prohibitions  or  what  other  audiority  is  relied 
upon.] 

[(a)  In  the  case  of  a  national  securities 
exchange  or  registered  securities  association, 
explain,  as  appropriate,  how  the  proposed 
rule  change  relates  to:] 

[(i)  its  capacity  to  carry  out  the  purposes 
of  the  Act  and  to  comply,  and  to  enforce 
compliance  by  its  members  and  persons 
associated  with  its  members,  with  the  Act. 
the  rules  and  regulations  thereunder,  and.  in 
the  case  of  a  registered  securities  association, 
the  rules  of  the  Municipal  Securities 
Rulemaking  Board  and  its  rules;] 

[(ii)  the  ability  of  any  registered  broker  or 
dealer,  or  natural  person  associated  with  a 
registered  broker  or  dealer,  to  become  a 
member  thereof  and  the  ability  of  any  person 
to  become  associated  with  a  member 
thereof;] 

[(iii)  fair  representation  of  its  members  in 
the  selection  of  its  directors  and 
administration  of  its  affairs  and  provision  for 
one  or  more  directors  to  be  representatives  of 
issuers  and  investors  and  not  be  associated 
with  a  member  thereof,  borker  of  dealer,] 

[(iv)  equitable  allocation  of  reasonable 
dues,  fees  and  other  charges  among  its 
members  and  issuers  and  other  persons  using 
its  facilities  (or  any  system  it  operates  or 
controls);] 

[(v](A)  prevention  of  fraudulent  and 
manipulative  acts  and  practices.  (B) 
promotion  of  just  and  equitable  principles  of 
trade,  (C)  fostering  of  cooperation  and 
coordination  with  persons  engaged  in 
regulating;  clearing,  settling,  processing 
information  with  respect  to.  and  facilitating 
transactions  in  securities,  (D)  removal  of 
impediments  to  and  perfection  of  the 
mechanism  of  a  free  and  open  market  and  a 
national  market  system  and  (E)  protection  of 
investors  and  of  the  public  interest;] 

[(vi)  provision  for  its  members  and 
persons  associated  with  its  members  to  be 
appropriately  disciplined  for  violation  .of  the 
provisions  of  the  Act.  the  rules  or  regulations 
thereunder,  and.  in  the  case  of  a  registered 
securities  association,  the  rules  of  the 
Municipal  Securities  Rulemaking  Board  or  its 
rules;] 
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[(vii)  rules  of  the  exchange  (in  the  case  of 
a  national  securities  exchange)  required  to 
comply  with  Section  6(d)  of  the  Act  and  rules 
of  the  association  (in  the  case  of  a  registered 
securities  association)  required  to  comply 
with  Section  15A(h)  of  the  Act  and  in  general 
to  provide  fair  procedures;  or  J 
[(viii)  satisfaction  (in  the  case  of  a 
registered  securities  association),  insofar  as 
applicable,  of  the  requirements  of  Section 
15A(c)  of  the  Act  and  provisions  governing 
the  form  and  content  of  quotations.] 

C(b)  In  the  case  of  a  registered  clearing 
agency.  explain,'as  appropriate,  how  the 
proposed  rule  change  relates  to:] 

[(i)  its  capacity  (A)  to  facilitate  the  prompt 
and  accurate  clearance  and  settlement  of 
securities  transactions  for  which  it  is 
responsible,  (B)  to  safeguard  securities  and 
funds  in  its  custody  or  control  or  for  which  it 
is  responsible,  (C)  to  comply  with  the 
provisions  of  the  Act  and  the  rules  and 
regulations  thereunder,  (D)  to  enforce 
compliance  by  its  participants  with  its  rules 
and  (E)  to  carry  out  the  purposes  of  Section 
17A  of  the  Act] 

[(ii)  the  ability  of  any  (A)  registered  broker 
or  dealer,  (B)  other  registered  clearing 
agency.  (C)  registered  investment  company. 
(D)  bank  or  (E)  insurance  company,  to 
become  a  participant  therein;] 

[(iii)  a  fair  representation  of  its 
shareholders  (or  members)  and  participants 
in  the  selection  of  its  directors  and 
administration  of  its  affairs;] 

[(iv)  Equitable  allocation  of  reasonable 
dues,  fees,  and  other  charges  among  its 
participants:] 

[(v)(A)  prompt  and  accurate  clearance  and 
settlement  of  securities  transactions.  (B) 
assurance  as  to  safeguarding  of  securities 
and  funds  which  are  in  the  custody  or  control 
of  the  clearing  agency  or  for  which  it  is 
responsible,  (C)  fostering  of  cooperation  and 
coordination  with  persons  engaged  in  the 
clearance  and  settlement  of  securities 
transactions,  (D)  removal  of  impediments  to 
and  perfection  of  the  mechanism  of  a 
national  system  for  the  prompt  and  accurate 
clearance  and  settlement  of  securities 
transactions  and  (E)  protection  of  investors 
and  the  public  interest] 

[(vi)  provision  for  its  participants  to  be 
appropriately  disciplined  for  violation  of  any 
provision  of  the  rules  of  the  clearing  agency, 
or] 

[(\ii)  rules  of  the  clearing  agency  required 
to  comply  with  Section  17A(b)(5)  of  the  Act 
and  in  general  to  provide  fair  procedures.] 
[(c)  In  the  case  of  the  Municipal  Securities 
Rulemaking  Board  explain,  as  appropriate, 
how  the  proposed  rule  change  gives  effect  to 
the  purposes  of  the  Act  with  respect  to 
transactions  in  municipal  securities  effected 
by  brokers,  dealers,  and  municipal  securities 
dealers.] 

[6.]  ^4.  Self-Regulatory  Organization's 
Statement  on^^  Burden  on  Competition 

[Explain  any  burden  on  competition 
to  be  imposed  by  any  proposed  rule 
change.  Set  forth  the  basis  on  which  the 
self-rpgulatory  organization  has 
concluded  that  any  burden  on  ^ 


competition  imposed  by  the  proposed 
rule  change  is  necessary  or  appropriate 
in  furtherance  of  the  purposes  of  the 
Act.  In  that  connection,  respond  to 
comnients  as  to  burdens  on  competition 
perceived  by  members,  participants  or 
others  who  comment  on  the  proposed 
rule  change  to  the  self-regulatory 
organization.] 

►State  whether  the  proposed  rule 
change  will  have  an  impact  on 
competition  and,  if  so,  (i)  state  whether 
the  proposed  rule  change  will  impose  or 
relieve  any  burden  on  competition;  and 
(ii)  specify  the  particular  categories  of 
persons  and  kinds  of  businesses  upon 
which  those  burdens  will  be  imposed 
and  the  ways  in  which  the  proposed  rule 
change  will  affect  them.  In  the  case 
where  a  proposed  rule  change  amends 
an  existing  rule,  state  whether  that 
existing  rule,  as  amended  by  that 
proposed  rule  change,  will  impose  any 
burden  on  competition.  If  any  impact  on 
competition  is  not  believed  to  be  a 
burden  on  competition,  explain  why.  If 
any  impact  on  competition  is  believed  to 
be  a  burden  on  competition,  explain 
why  that  burden  is  necessary  or 
appropriate  in  furtherance  of  the 
purposes  of  the  Act  In  providing  those 
explanations,  set  forth  and  respond  in 
detail  to  comments  as  to  any  impact  or 
burden  on  competition  perceived  by  any 
person  who  has  made  comments  on  the 
proposed  rule  change  to  the  self- 
regulatory  organization. 

5.  Self -Regulatory  Organization's 
Statement  onM  Comments  Received 
from  Members.  Participants  or  Others 
on  Proposed  Rule  Change 

If  comments  were  received  from 
members  of  or  participants  in  the  self- 
regulatory  organization  or  others,^ 
summarize  the  substance  of  all 
comments  received [.]  ►and  respond 
in  detail  to  any  signiffcant  issues  that 
those  comments  raised  about  the 
proposed  rule  change.  If  an  issue  is 
summarized  and  responded  to  in  detail 
under  Item  3  or  Item  4.  that  response 
need  not  be  duplicated  if  appropriate 
cross  reference  is  made  to  the  place 
where  the  response  can  be  found.  If 
comments  were  not  or  are  not  to  be 
solicited,  so  state. 

[7  ]  ►e.^  Extension  of  Time  Periods  _ 
for  Commission  Action 

State  whether  the  self-regulatory 
organization  consents  to  an  extension  of 
the  time  period  specified  in  Section 
19(b)(2]  of  the  Act  and  the  duration  of 
the  extension,  if  any,  to  which  the  self- 
regulatory  organization  consents. 

Note.— 'The  self-regulatory  organization 
may  elect  to  consent  to  an  extension  of  the 


time  periods  specified  in  Section  19(b)(2)  of 
the  Act  until  it  shall  file  an  amendment  which 
8]}ecifically  states  the  time  periods  specified 
in  Section  19(b)(2)  shall  begin  to  run  on  the 
date  of  filing  such  amendment. 

[8.]  ►7.-<  Basis  for  Rule  Taking,  or 
Being  Put  into.  Effect  Pursuant  to 
Section  19(b)(3) 

(a)  If  a  proposed  rule  change  is  to 
take,  or  to  be  put  into,  effect,  pursuant  to 
Section  19(b)(3),  state  whether  the  filing 
is  made  pursuant  to  paragrah  (A)  or  (B) 
thereof. 

(b)  In  the  case  of  paragraph  (A)  of 
Section  19(b)(3),  designate  that  the 
proposed  rule  change: 

(i)  is  a  stated  policy,  practice,  or 
interpretation  with  respect  to  the  meaning, 
administration,  or  enforcement  of  an  existing 
rule, 

(ii)  establishes  or  changes  a  due.  fee,  or 
other  charge,  [or] 

(iii)  is  concerned  solely  with  administration 
of  the  self-regulatory  organization  [.]  ►,  or 

(iv)  (A)  by  its  terms  does  not  become 
operative  for  60  days  after  filing  with  the 
Commission  under  Section  19(b)(3HA)  of  the 
Act,  and  (B)  is  concerned  solely  with  matters 
that  were  the  subject  of  an  exposure  draft 
circulated,  not  less  than  30  days  before  the 
date  of  such  filing,  to  the  Commission,  to  the 
appropriate  regulatory  agency,  in  the  case  of 
a  registered  clearing  agency  for  which  the 
Commission  is  not  the  appropriate  regulatory 
agency,  and  to  all  members  of,  or  participants 
in,  the  self-regulatory  organization  and.  in  the 
case  of  the  Municipal  Securities  Rulemaking 
Board,  all  municipal  securities  brokers  and 
municipal  securities  dealers,  and,  during  that 
30-day  period,  made  available  on  written 
request  to  other  persons.^ 

and  set  forth  the  basis  on  which  such 
designation  is  made. 

►  (c)  For  any  proposed  rule  change 
designated  for  summary  effectiveness 
pursuant  to  paragraph  (b](iv)  above, 
provide  a  detailed  and  specific 
explanation  of  any  novel  unique,  or  ' 
complex  legal  or  policy  issues  raised  by 
the  proposed  rule  change  and  of  any 
significant  impact  the  change  may  have 
on  persons  affected. 

Note. — If  a  proposed  rule  change  filed  for 
summary  effectiveness  under  paragraph 
(b)(iv)  above  is  materially  altered  after  the 
proposed  rule  change  has  been  filed,  the  60- 
day  pre-operative  period  will  begin  to  run 
again.  See  Instruction  D.'^ 

[(c)]  ►(d)-<  In  the  case  of  paragraph 
(B)  of  Section  19(b)(3).  set  forth  the  basis 
upon  which  the  Commission  should,  in 
the  view  of  the  self-regulatory 
organization,  determine  that  the 
protection  of  investors,  the  maintenance 
of  fair  and  orderly  markets  or  the 
safeguarding  of  securities  and  funds 
requires  that  the  proposed  rule  change 
should  be  summarily  put  into  effect  by 
the  Commission. 
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Note. — ^The  Commission  has  the  power 
under  Section  18(b)(3)(C)  of  the  Act  to 
abrogate  summarily  witliin  sixty  days  of  its  ' 
filing  any  proposed  rule  change  which  has 
taken  effect  upon  filing  pursuant  to  Section 
19(b)(3)(A)  oLthe  Act,  or  was  put  into  effect 
by  the  Commission  summarily,  pursuant  to 
Section  19(b)(3)(B)  of  the  Act.  In  exercising  its 
summary  power  under  Section  19(b)(3)(B).  the 
Commission  is  required  to  make  one  of  the 
findings  described  above  but  may  not  have  a 
full  opportunity  to  make  a  determination  that 
the  proposed  rule  otherwise  is  consistent 
with  the  requirements  of  the  Act  and  the 
rules  and  regulations  thereunder. 

Accordingly,  the  Commission  will  generally 
exercise  its  summary  power  under  Section 
19(b)(3)(B)  on  condition  that  the  proposed 
rule  change  to  be  declared  effective 
summarily  shall  also  be  subject  to  the 
procedures  of  Section  19(b)(2)  of  the  Act. 
Accordingly,  in  most  cases,  a  summary  order 
under  Section  19(b)(3)(B)  shall  be  effective 
only  until  such  time  as  the  Commission  shall 
enter  an  order,  pursuant  to  Section 
19(b)(2)(A)  of  the  Act,  to  approve  such 
proposed  rule  change  or,  depending  on  the 
circumstances,  until  such  time  as  the 
Commission  shall  institute  proceedings  to 
determine  whether  to  disapprove  such 
proposed  rule  change  or,  alternatively,  such 
time  as  the  Commission  shall,  at  the 
conclusion  of  such  proceedings,  enter  an 
order,  pursuant  to  Action  19(b)(2)(B), 
approving  or  disapproving  such  proposed  rule 
change. 

^8.  Rules  Based  on  Rules  of  Another 
Self-Regulatory  Organization  or  of  the 
Commission 

State  wliether  tlie  proposed  rule 
change  is  based  on  a  rule  of  either 
another  self-regulatory  organization  or 
of  the  Commission,  and,  if  so,  identify 
the  rule  and  explain  any  differences 
between  the  proposed  rule  change  and 
that  rule.  In  explaining  any  such 
differences,  give  particular  attention  to 
differences  between  the  conduct 
required  to  comply  with  the  proposed 
rule  change  and  that  required  to  comply 
with  the  other  rule.-^ 

9.  Exhibits 

List  of  Exhibits  ►to  be-^  filed: 

1,  Form  of  Notice  of  Proposed  Rule 
Change  for  ►publication  in  the-^ 

Federal  Register  [to  be  included  for  all 
proposed  rule  changes  to  be  considered 
by  the  Commission  pursuant  to  Section 
19(b)(2)].  ►Amendments  to  Exhibit  1 
should  be  filed  in  accordance  with 
Instruction  D.-< 

2.  ►(a)-^  Copies  of  all  comments 
received  in  connection  with 
consideration  of  the  proposed  rule 
change  [.]  ►,  presented  in  alphabetical 
order,  together  with  an  alphabetical 
listing  of  such  comments,  and  (b)  any 
transcript  of  comments  or,  if  a  transcript 
is  not  available,  a  summary  of 


comments  on  the  proposed  rule  change 
made  at  any  public  meeting. 

3.  Current  copies  of  forms,  reports,  or 
questionnaires  that  are  covered  by  the 
proviso  in  Item  1(a). 

Signatures 

Pursuant  to  the  requirements  of  the 
Securities  Exchange  Act  of  1934,  the 
self-regulatory  organization  has  duly 
caused  this  Hling  to  be  signed  on  its 
behalf  by  the  undersigned  thereunto 
duly  authorized. 

Self-Regulatory  Organization  - 


By:  (Signature)  * 


Exhibit  [One]  ►l-^ 

Securities  and  Exchange  Commission 
(Release  No.  34-  ;  File  No.  SR 

-  -  ) 

Self-Regulatory  Organizations 

[In  the  Matter  of] 

Proposed  Rule  Change  By 

(Name  of  Self-Regulatory 
Organization) 

►Relating  to  (brief  description  of 
subject  matter  of  proposed  rule  change) 

Comments  Requested  by:  (date*) 

General  Instructions 

A.  Format  Requirements 

Leave  a  1-inch  margin  at  the  top,  bottom 
and  right  hand  side,  and  a  IV^  inch  margin  at 
the  left  hand  side.  Number  all  pages 
consecutively.  Double  space  all  primary  text, 
and  single  space  lists  of  items,  quoted 
material  when  set  apart  from  primary  text, 
footnotes  and  notes  to  tables. 

B.  Need  for  Careful  Preparation  of  Notice 

This  notice  is  intended  to  provide  a 

meaningful  opportunity  for  public  comment 
on  the  proposed  rule  change.  A  self- 
regulatory  organization  must  provide  all 
information  required  in  the  notice  and 
present  it  in  a  clear  and  comprehensible 
manner. 

It  is  the  responsibility  of  the  self-regulatory 
organization  to  prepare  Items  I,  II  and  III  of 
the  notice.  The  Commission  cautions  the  self- 
regulatory  organizations  to  pay  particular 
attention  to  assure  that  (a)  the  notice 
accurately  reflects  the  information  provided 
in  the  Form  19b-4A  it  accompanies,  and  (b) 
the  information  set  forth  in  the  notice 
provides  a  full  and  accurate  discussion  of  the 
relevant  matters  called  for  to  afford 
interested  parties  an  opportunity  to  comment 
without  having  to  examine  other  documents. 

The  Commission  may,  in  its  discretion,  at 
any  time  before  the  Commission  issues  a 
notice  of  filing,  return  to  the  self-regulatory 
organization  any  filing  in  which  the  notice 
does  not  comply  with  the  requirements  of 
Form  19b-4A,  including  the  requirements 


*  Print  name  and  title  of  signer  below  signature. 
*To  be  completed  by  the  Commission. 


applicable  to  the  notice.  Any  such  filing 
returned  by  the  Commission  shall  for  all 
purposes  be  deemed  not  to  have  been  filed 
with  the  Commission.  See  Instruction  B  to 
Form  19b-4A. 

Pursuant  to  Section  19(b)(1)  6T  the 
Securities  Exchange  Act  of  1934, 15 
U.S.C.  78s(b)(l),  [as  amended  by  Pub.  L. 
No.  94-29, 16  (June  4, 1975,]  notice  is 
hereby  given  that  on  (date^*<4],  the 
[above-mentioned]  ►(name  of self- 
regulatory  organizations) filed  with 
the  Securities  and  Exchange 
Commission  Ca]  ►the-^  proposed  rule 
change  as  [follows:]  ►described  in 
Items  I,  II  and  III  below,  which  have 
been  prepared  by  the  self-regulatory 
organization.  The  Commission  is 
publishing  this  notice  to  solicit 
comments  on  the  proposed  rule  change 
from  interested  persons. 

I.  Self-Regulatory  Organization ’s  m 
Statement  of  [fAe]  Terms  of  Substance 
of  the  Proposed  Rule  Change 

(Supply  a  brief  statement  of  the  terms 
of  substance  of  the  proposed  rule 
change  and  [attach]  ►include  the  text 
of<<  ^e  proposed  rule  change  as  an 
exhibit  ►to  the  notice •<.  If  the  proposed 
rule  change  is  relatively  brief,  a  separate 
statement  need  not  be  prepared,  and  the 
text  of  the  proposed  hile  change  may  be 
inserted  in  lieu  of  the  statement  of  the 
terms  of  substance.  ►If  the  proposed 
rule  change  amends  an  existing  rule, 
indicate  changes  in  the  rule  by  brackets 
for  words  to  be  deleted  and  underscores 
for  words  to  be  added.  •<) 

►II.  Self-Regulatory  Organization’s-^ 
Statement  of  [Bas/s  o/id]  Purpose 
^  and  Statutory  Basis  of  Proposed  Rule 
Change 

[The  basis  and  purpose  of  the 
foregoing  proposed  rule  change  is  as 
follows:] 

►In  its  filing  with  the  Commission, 
the  self-regulatory  organization  included 
the  following  statements  concerning  the 
purpose  and  basis  of  the  proposed  rule 
change  and  discussed  comments  it 
received  on  the  proposed  rule  change. 
Such  statements  are  reproduced  in 
sections  (A),  (B)  and  (C)  below.  << 

(Reproduce  the  ►headings  and-< 
answers  to  Items  3, 4,  ►and<4  5  [and 
6]  of  Form  19b-4A  ►re-designating 
them  as  (A),  (B)  and  (C),  respectively  <<.) 

►III.  Date  of  Effectiveness  of  Proposed 
Rule  Change,  and  Timing  for 
Commission  Actions 

(If  the  proposed  rule  change  is  to  be 
considered  by  the  Commission  pursuant 


^*To  be  completed  by  the  Commission.  This  date 
will  be  the  date  cm  whidi  the  Commission  issues  its 
notice  of  filing.  See  Instruction  B  to  Form  19b-^A..« 
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to  Section  19(b)(2),  the  following 
paragraph  should  be  used.) 

On  or  before  July  3, 1979,  or  within 
such  longer  period  (i)  as  the  Commission 
may  designate  up  to  90  days  of  such 
date  if  it  finds  such  longer  period  to  be 
appropriate  and  publishes  its  reasons 
for  so  finding  or  (ii)  as  to  which  the 
above-mentioned  self-regulatory 
organization  consents,  the  Commission 
will: 

(A)  By  order  approve  such  proposed 
rule  change,  or 

(B)  Institute  proceedings  to  determine 
whether  the  proposed  rule  change 
should  be  disapproved. 

(If  the  proposed  rule  change  is  to  take, 
or  to  be  put  into,  effect  [,3  pursuant  to 
Section  19(b)(3)^,  other  than  pursuant 
to  subparagraph  (b)(4)  of  Rule  19b-4<4, 
the  following  paragraph  should  be  used.) 

The  foregoing  rule  change  has  become 
elective  [,3  pursuant  to  Action  19(b)(3) 
of  the  Securities  Exchange  Act  of  1934. 

At  any  time  within  [sixty]  ►60-^  days 
of  the  filing  of  such  proposed  rule 
change,  the  Commission  may  summarily 
abrogate  such  rule  change  if  it  appears 
to  the  Commission  that  such  action  is 
necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors, 
or  otherwise  in  furtherance  of  the 
purposes  of  the  Securities  Exchange  Act 
of  1934. 

►(If  the  proposed  rule  change  is  to 
take  effect  pursuant  to  subparagraph 
(b)(4)  of  Rule  19b-4,  the  following 
paragraph  should  be  used.)  The 
foregoing  rule  change  will  become 
operative  on  (date  *)  pursuant  to  Section 
19(b)(3)  of  the  Securities  Exchange  Act 
of  1934  and  subparagraph  (b)(4)  of  Rule 
19b-4  thereunder,  17  CFR  240.19l>-4.  At 
any  time  before  that  date,  the 
Commission  may  summarily  abrogate 
the  rule  change  if  it  appears  to  the 
Commission  that  such  action  is 
necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors, 
or  otherwise  in  furtherance  of  the 
purposes  of  the  Securities  Exchange  Act 
of  1934.  In  its  filing  with  the 
Commission,  the  self-regulatory 
organization  provided  an  explanation  of 
any  novel,  unique,  or  complex  legal  or 
policy  issues  that  the  proposed  rule 
change  raises  and  of  any  significant 
impact  it  may  have  on  persons  affected. 
That  explanation  is  reproduced  below. 

(Reproduce  the  response  to  Item  7(c) 
of  Form  19b-4A.) 

IV.  Solicitation  of  Comments^ 

Interested  persons  are  invited  to 
submit  written  data,  views  and 
arguments  concerning  the  foregoing.  ~ 
Persons  desiring  to  make  written 

*  To  be  completed  by  the  Commission. 


submissions  should  file  6  copies  thereof 
with  the  Secretary  [of  the 
Commission],  Securities  and  Exchange 
Commission,  ►500  North  Capitol 
Street,  <4  Washington,  D.C.  20549. 

Copies  of  the  [filing  with  respect  to  the 
foregoing  and  all  written  submissions] 
►submission,  all  subsequent 
amendments,  all  written  statements 
with  respect  to  the  proposed  rule  change 
that  are  filed  with  the  Commission,  and 
of  all  written  communications  relating  to 
the  proposed  rule  change  between  the 
Commission  and  any  person,  other  than 
those  that  may  be  withheld  from  the 
public  in  accordance  with  the  provisions 
of  5  U.S.C.  552,  will  be  available  for 
inspection  and  copying  in  the 
►Commission's-^  Public  Reference 
►  Section [Room],  1100  L  Street, 
N.W.,  Washington,  D.C.  Copies  of  such 
filing  will  also  be  available  for 
inspection  and  copying  at  the  principal 
office  of  the  above-mentioned  self- 
regulatory  organization.  All  submissions 
should  refer  to  the  file  number 
referenced  in  the  caption  above  and 
should  be  submitted  [within  (number  of 
days)  of  the  date  of  this  publication] 
►on  or  before  (date  *)•<. 

For  the  Commission  by  the  Division  of 
Market  Regulation,  pursuant  to 
delegated  authority. 

Secretary 

►Dated:  (*)-<. 

[Instructions  for  Exhibit  1: 

1.  Submit  on  bond  paper  or  photocopy 
which  is  exactly  exlOVt  inches  in  size. 
Leave  a  1-inch  margin  at  the  top, 
bottom,  and  right  side  and  a  1^  inch 
margin  at  the  left.  Number  all  pages 
consecutively. 

2.  Double  space  all  primary  text. 
Single  space  lists  of  items,  quoted 
material  when  set  apart  from  regular 
text,  footnotes  and  notes  to  tables. 

3.  Blanks  in  form  with  respect  to 
release  numbers  and  length  of  comment 
period  will  be  completed  by  the 
Commission.] 

«  *  4  *  * 

[§  249.819b  Form  19I>-4B,  for  giving 
notice  as  to  stated  poiicies,  practices  and 
interpretations  of  seif-reguiatory 
organizations.] 

***** 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

May  18, 1979. 

-  (FR  Doc.  79-16546  Filed  5-25-79;  8:45  am) 
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►  *  To  be  completed  by  the  Commissions 


